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On the Theory of Oligopoly’ 


By WILLIAM J. BAUMOL 


The oligopoly model which is described in this paper does not pretend 
to generality. It is meant only to describe approximately the current 
behaviour of a class of firms and there is no doubt that in other times 
and circumstances the analysis may become totally inapplicable. Nor 
does it say anything about the strategic give and take which plays so 
important a part in the theory of games. And in some respects it 
breaks sharply with received oligopoly theory. But the model seems 
to accord fairly well with my own rather spotty observation of the 
behaviour of a number of American business firms. Moreover, it 
seems to explain several well known features of business behaviour 
which have been puzzling, and to carry some concrete implications 
for welfare economics, taxation theory, development theory and the 
theory of monetary and fiscal policy in which the place of oligopoly 
has been somewhat obscure. A few of these applications are des- 
cribed below. 


1. THe SALES MAXIMISATION HYPOTHESIS 


On grounds which I shall only hint at here, I believe that the typical 
large corporation in the United States seeks to maximise not its profits 
but its total revenues which the businessman calls his sales. That is, 
once his profits exceed some vaguely defined minimum level, he is prepared 
to sacrifice further increases in profits if he can thereby obtain larger 
revenues. This is suggested by his readiness to use sales as a criterion 
of the state of his enterprise (e.g. familiar statements such as ‘“‘ Business 
is good—sales are increasing”). More important, it is confirmed by 
a number of cases where businessmen have rejected opportunities 
(pointed out to them by consultants) to increase their profits at the 
expense of sales. If they accepted the consultants’ analysis of the facts 
of the situation, as appears to have been the case, this is the acid test. 
For them the additional profits (and they were not just short-run 
profits) were not worth the loss in sales. 

My hypothesis, then, is that oligopolists typically seek to maximise 
their sales subject to a minimum profit constraint. The determination 
of the minimum just acceptable profit level? is a major analytical 


1 This paper is taken from a forthcoming book tentatively entitled Business Behavior, 
Value and Growth (to be published by the Macmillan Company in New York). I 
must express my gratitude to the Guggenheim Foundation for the generous grant 
which enabled me to complete the manuscript. The paper was delivered as a public 
lecture at the London School of Economics. 

2 More often the profit constraint probably specifies a minimum rate of return 
on sales or on investment rather than a minimum total profit level. However, it 
is easily shown that these alternative forms of the profit constraint make no difference 
to any of the conclusions which follow. 


187 A 


188 ECONOMICA [AUGUST 


problem and I shall only suggest here that it is determined by long- 
run considerations. Profits must be high enough to provide the re- 
tained earnings needed to finance current expansion plans and dividends 
sufficient to make future issues of stocks attractive to potential pur- 
chasers. In other words, the firm will aim for that stream of profits 
which allows for the financing of maximum long-run sales. The business 
jargon for this is that management seeks to retain earnings in sufficient 
magnitude to take advantage of all reasonably safe opportunities for 
growth and to provide a fair return to stockholders. 

Let us see how the businessman, as a good marginalist, will proceed 
to set his price and hence his output in order to maximise his sales 
under the profit constraint. 


2. Pricz-OUTPUT DETERMINATION: PARTIAL ANALYSIS 

Sales maximisation under a profit constraint does not mean an 
attempt to obtain the largest possible physical volume (which is 
hardly easy to define in the modern multi-product firm). Rather it refers 
to maximisation of total revenue (dollar sales) which, to the business- 
man, is the obvious measure of the amount he has sold.1_ Maximum 
sales in this sense need not require very large physical outputs. To 
take an extreme case, at a zero price physical volume may be high but 
dollar sales volume will be zero. There will normally be a. well 
determined output level which maximises dollar sales. This level can 
ordinarily be fixed with the aid of the well known rule that maximum 
revenue will be attained only at an output at which the elasticity of 
demand is unity, i.e. at which marginal revenue is zero. 

But this rule does not take into account the profit constraint. That 
is, if at the revenue maximising output the firm does in fact earn 
enough or more than enough profits to meet the competitive require- 
ments, then it will want to produce the sales maximising quantity. 
But if at this output profits are too low the firm’s output must be 
changed to a level which, though it fails to maximise sales, does meet 
the profit requirement. 

We see, then, that two types of equilibria appear to be possible: one 
in which the profit constraint provides no effective barrier to sales 
maximisation and one in which it does. This is illustrated in Fig. 1, 
which shows the firm’s total revenue, cost and profit curves as indicated. 

The profit and sales maximising outputs are, respectively, OQ, and 
OQ,. Now if, for example, the minimum required profit level is OP, 
then the sales maximising output OQ, will provide plenty of profit and 
that is the amount it will pay the sales maximiser to produce. His 
selling price will then be set at Q,R,/OQ,. But if the producer’s 
required profit level is OP,, output OQ, which yields only profit Q,P, 
clearly will not do. Instead; his output will be reduced to level OQ, 
which is just compatible with his profit constraint. 


1 We may be tempted to say then that he suffers from money illusion. But this 
can hardly be taken as a criticism of his rationality—his objectives simply are what 
they are and there is nothing inherently rational or irrational about them. 
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I shall argue presently that in fact only equilibrium points in which 
the constraint is effective (OQ, rather than OQ,) can normally be 
expected to occur when other decisions of the firm are taken into 
account. 


Total cost 


Total 
revenue 


s 


Total profit 


Gi (@) Q/ Q Q Output 


p c c s 


The profit maximising output OQ, will usually be smaller than the 
one which yields either type of sales maximum OQ, or OQ,. For if 
at the point of maximum profit the firm’s marginal costs are positive 
an increase in output will increase total sales revenue since marginal 
revenue must at that point be equal to marginal cost and hence it too 
must be positive. Therefore, if at the point of maximum profit the 
firm earns more profit than the required minimum,! it will pay the 
sales maximiser to lower his price and increase his physical 
output. 

Suppose now that the total profit curve has a single peak, as in 
Fig. 1, rather than being composed of several hills and valleys. Then 
a rise in required minimum profits, if it affects output at all, will cause 
a rise in price and a decrease in the quantity produced. For starting 
from a sales maximising output of either variety, an output level which 
was just shown to be larger than the profit maximising quantity, any 
increase in output will only lower profits. Hence if the required 
minimum profit rises, say from OP, to OP3, so that at the initial 
output OQ, the profit level is no longer acceptable, the higher required 
profit level can only be attained by a cut in physical sales (to OQ’), 
i.e., by a rise in price. 


3. CHoIce oF INPUT AND OUTPUT COMBINATIONS 


The typical oligopolistic firm is a multi-product enterprise (frequently 
the number of distinct items runs easily into the hundreds) and, of 
course, it employs a large variety of inputs. In this section I examine 
briefly the effect of sales (rather than profit) maximisation on the 
amounts and allocation of the firm’s various inputs and outputs. 

We obtain the following result which may at first appear rather 
surprising: given the level of expenditure the sales maximising firm 


1 Tf it earns less than the required minimum at this output there is obviously no 
output which will satisfy the profit constraint. 
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will produce the same quantity of each output, and market it in the 
same ways as does the profit maximiser. Similarly, given the level of 
their total revenues, the two types of firm will optimally use the same 
inputs in identical quantities and will allocate them in exactly the 
same way. This result may be somewhat implausible because one is 
tempted to think of some products or some markets as higher profit- 
lower revenue producers than others and one would expect the profit 
maximising firm to concentrate more on the one variety and the sales 
maximising firm to specialise more in the other. But we shall see in 
a moment why this is not so, though later I shall show that this view 
contains an element of truth. 

It is easy to illustrate our result geometrically. In Fig. 2 let x 
and y represent the quantities sold of two different products (or 
sales of one product in two different markets) or the quantities bought 
of two different inputs. The curves labelled R,, Rp, etc. are iso revenue 
curves, i.e. any such curve is the locus of all combinations of x and y 
yielding some fixed amount of revenue. Where x and y represent 
quantities sold if their prices were fixed the R curves would be ordinary 
straight price lines. Their convexity to the origin represents the 
diminishing marginal revenues from the sale of x and y as their quantities 
increase which is the result of their falling prices (negatively sloping 
demand curves).1 Similarly, curve CC’ represents all combinations 
of x and y which can be produced with a fixed outlay (total cost). 
The standard analysis tells us that the point of tangency T, between CC’ 


fe) Cc/ x 


and one of the R curves is the point of profit maximisation. But it is 
also the point of revenue maximisation because it lies on the highest 
revenue curve attainable with this outlay. This demonstrates our result. 

A little reflection should now render the result quite plausible. The 
point is simply that, given the level of costs, since profit equals revenue 


1 The absolute value of the slope of such a line equals the ratio of the marginal 
revenue of x to that of y. For points A and C represent the same total revenue. 
Hence the move from A to B represents a loss in revenue A R equal to the gain from 
moving from B to C. Le. we have AR= Ay. marginal revenue of y=the marginal 
revenue of x. Ax (approximately) so that Ay/Ax = MRx/MRy. Therefore the 
falling slope of an R curve as x increases implies a falling marginal revenue of x 
relative to that of y. A similar discussion applies to the input analysis. 
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minus costs, whatever maximises profits must maximise revenues. 
Hence differences between the profit and the sales maximiser’s output 
composition or resource allocation must be attributed not to a re- 
allocation of a given level of costs (or revenues) but to the larger outputs 
(and hence total costs and revenues) which, we have seen, are to be 
expected to accompany sales maximisation.? 

Explained in the way we have just done our theorem is completely 
trivial. But when the sales maximiser’s profit constraint is taken into 
account a more interesting but closely related conclusion can be drawn. 

We may view the difference between maximum attainable profits 
and the minimum profit level expected by the sales maximiser as a 
fund of sacrificeable profits which is to be devoted to increasing revenues 
as much as possible.2 Since each output is produced beyond the 
point of maximum profits its marginal profit yield will, of course, be 
negative. In other words, each time it increases the output of some 
product in order to increase its total revenue the firm must use up 
more of its fund of sacrificeable profits. This fund of sacrificeable 
profits must be allocated among the different outputs, markets, inputs, 
etc. in a way which maximises total dollar sales. The usual reasoning 
indicates that this requires the marginal revenue yield of a dollar of 
profit sacrificed, e.g. by product x, to be the same as that obtained 
from a dollar of profit lost to any other product, y. In other words, 
we must have 

Marginal revenue product of x Marginal revenue product of y 


Marginal profit yield of x . Marginal profit yield of y 


This relationship indicates that, even in the sales maximising firm, 
relatively unprofitable inputs and outputs are to be avoided, whatever 
the level of Outlay and total revenue. 


4. ADVERTISING AND SERVICE COMPETITION 


As Professors Chamberlin and Brems have emphasised, firms charac- 
teristically compete not only in terms of price. In fact, more typically 
the oligopolist’s competitive strategy is planned in terms of advertising 
outlay, product modification and special services offered to the buyer. 
The decision as to how far to carry each of these activities can be 
influenced profoundly by the firm’s choice of objectives—whether it 
chooses to maximise sales or profits. 

I shall discuss explicitly only the decision on the magnitude of the 
advertising budget because it is so easily quantifiable. However, 


1 We conclude that when the operations researcher encounters the problem of 
allocating optimally some fixed quantity of a firm’s resources, the values of all 
other decision variables being given, his answer will be exactly the same whether 
he is dealing with a sales or a profit maximising firm. 

2 Provided that sales maximisation does not permit a surplus of profits over 
the required minimum as would be the case (Fig. 1) when required minimum 
profit is OP, so that the sales maximising output OQs is optimal. But as already 
noted, I shall argue in a later section that this will not normally occur, i.e, that the 
profit constraint will ordinarily be effective, 
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the analogy with service and product characteristic planning is fairly 
clear and certainly suggestive. 

The relevant diagram for the advertising decision is completely ele- 
mentary. On the horizontal axis in Fig. 3, I represent the magnitude 
of advertising expenditure and on the vertical axis total sales (revenue) 
and total profit. In drawing the total revenue curve I assume, as most 
businessmen seem to do, that increased advertising expenditure can 

et 
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always increase physical volume, though after a point sharply diminish- 
ing returns may be expected to set in.1_ This means that total revenue 
must vary with advertising expenditure in precisely the same manner. 
For unlike a price reduction a ceteris paribus rise in advertising ex- 
penditure involves no change in the market value of the items sold. 
Hence, while an increase in physical volume produced by a price 
reduction may or may not increase dollar sales, depending on whether 
demand is elastic or inelastic, an increase in volume brought about 
by added advertising outlay must always be accompanied by a pro- 
portionate increase in total revenue. 

The 45° line, as usual, is able to transfer data on advertising expendi- 
ture from the horizontal to the vertical axis—i.e. advertising outlay 
OA is equal to AK. The other costs of the firm (OC) are taken to be 
independent of the level of advertisement, since it simplifies but does 
not affect the argument.? If these other costs are added (vertically) 
to the advertising cost curve (45° line) we obtain the line which 
depicts the firm’s total (production, distribution and selling) costs as 
a function of advertising outlay. Finally, subtracting these total costs 
from the level of dollar sales at each level of advertising outlay we 
obtain a total profits curve PP’. 


1Of course this is not necessarily true—potential customers may perhaps be 
repelled by excessive advertising. 

2 In fact, this assumption is virtually certain to be false for if advertising increases 
physical sales volume it must surely increase total production and distribution costs. 
We may prefer to interpret the diagram as a cross section of three-dimensional 
revenue and cost functions taken perpendicular to the output axis so that advertising 
is permitted to increase revenue only by allowing a rise in the price at which the given 
output is sold, 


| 
. 
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We see that the profit maximising expenditure is OA, at which 
PP’ attains its maximum, M. If, on the other hand, the sales maximiser’s 
minimum acceptable profit level is OP, the constrained sales maxi- 
mising advertising budget level is OA,. It is to be noted that there 
is no possibility of an unconstrained sales maximum which is analogous 
to output OQ, in Fig. 1. For, by assumption, unlike a price reduction, 
increased advertising always increases total revenue. As a result it 
will always pay the sales maximiser to increase his advertising outlay 
until he is stopped by the profit constraint—until profits have been 
reduced to the minimum acceptable level. This means that sales 
maximisers will normally advertise no less than, and usually more 
than, do profit maximisers. For unless the maximum profit level 
A,M is no greater than the required minimum OP,, it will be possible 
to increase advertising somewhat beyond the profit maximising level 
OA, without violating the profit constraint. Moreover, this increase 
will be desired since, by assumption, it will increase physical sales, and 
with them, dollar sales will rise proportionately. 


5. DETERMINATION OF PRICES AND OUTPUTS: MULTIVARIABLE ANALYSIS 


The inter-relationship between output and advertising decisions 
now permits us to see the reason for my earlier assertion that an uncon- 
strained sales maximising output OQ, (Fig. 1) will ordinarily not 
occur. For if price is set at a level which yields such an output profits 
will be above their minimum level and it will pay to increase sales by 
raising expenditure on advertising, service or product specifications. 
This is an immediate implication of the theorem that there will 
ordinarily be no unconstrained sales maximising advertising level. 
Since its marginal revenue is always positive advertising can always 
be used to increase sales up to a point where profits are driven to their 
minimum level. 

In fact we can strengthen this result and rule out even the possibility 
that by coincidence the profit constraint will happen to be satisfied 
exactly at the point of maximum revenue OQ, so that this point will 
coincide with OQ,. For at the point of maximum total revenue the 
marginal revenue of each output must be zero. On the other hand, 
the marginal revenue of advertising expenditure is presumably positive. 
Hence the equilibrium condition (analogous with that of section 3, 
above) 


Marginal revenue of product x Marginal revenue of advertising 


Marginal profit yield of product x ~ Marginal profit yield (cost) of 
advertising 


can never be satisfied at such a point since the marginal profit yield of 
(or loss from) advertising is always finite. 

Examining further the multivariable (many products, many types 
of advertising expenditure) case we shall see that some overall validity 
remains to two basic results of the earlier part of this article: that 
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the sales maximising outputs will exceed those which maximise profits 
and that a reduction in the minimum acceptable profit level will increase 
both outputs and advertising expenditures. However, these con- 
clusions do require some modification in detail—for there may be 
some exceptional products or types of advertising expenditure for 
which they do not hold. 

To see the sense in which the results retain their overall validity we 
note that as the profit requirement is reduced, production, distribution 
and selling expenditure must be increased in total, so that at least 
some outputs or some types of advertising activity must have risen. 
The reason these costs must grow is almost a matter of arithmetic— 
as the profit constraint is weakened total revenue is permitted to 
increase. But if revenue grows and profits fall it follows by sub- 
traction that total costs must become larger.! 

But while there is necessarily an inverse relationship between the 
minimum profit requirement and the overall levels of output and 
advertising this need not be true of every type of product and pro- 
motion outlay. For it can be shown that there may be some commodities 
which are fairly profitable but are inferior revenue producers. These 
play a role completely analogous with that of inferior goods in the 
theory of consumer behaviour. When revenues and overall outputs 
are reduced by stricter profit requirements these inferior outputs and 
perhaps the funds to be spent advertising them will rise. 


6. SOME APPLICATIONS: PRICING AND CHANGES IN OVERHEAD Costs 


The foregoing analysis has a number of implications for various 
areas in economic theory, most of which I did not foresee when I first 
began to work with the sales maximisation hypothesis. First, I shall 
argue that it can be used to explain some types of business behaviour 
which have often been observed in practice but which are difficult to 
rationalise in terms of a profit maximisation objective. 

Students consistently find one of the most surprising conclusions of 
the theory of the firm to be the assertion that overhead costs do not 
matter. So long as these costs really do not vary with the level of 
output, and provided that it does not lead the firm to close down 
altogether, no change in the level of its overhead costs should lead the 


1In particular we can conclude that there will be an overall growth in output and 
advertising in a move from profit to (unconstrained) sales maximisation. For profit 
maximisation is equivalent to constrained sales maximisation where nothing less 
than maximum profit is acceptable while pure sales maximisation is tantamount 
to an appropriately low (possibly negative) profit requirement. Of course there may 
be no finite amount of advertisement which yields (unconstrained) maximum sales 
although here we must probably give up our assumption that advertisement always 
yields positive marginal revenues. A simple alternative form of the argument employs 
the notation Pmax = Rp — Cp for the profit maximiser’s total profits, revenues and 
costs and Ps =Rmax — Cs for those of the sales maximiser. Since Pmax = Ps and 
Rmax=Rp, then Cs=Rmax — Ps=>Rp— Pmax=Cp so that the sales maximiser’s 
production and advertising outlays will never fall short of those of the profit maxi- 
miser, 
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profit maximising firm to change either its prices or its outputs. This 
piece of received doctrine is certainly at variance with business practice 
where an increase in fixed costs! is usually the occasion for serious 
consideration of a price increase. 

It is easy to show, however, that this is precisely the sort of response 
one would expect of the firm which seeks to maximise sales and treats 
its profits as a constraint rather than as an ultimate objective. For 
if, in equilibrium, the firm always earns only enough to satisfy its 
profit constraint, as I argued in the previous section, then a rise in 
overhead cost must mean that earnings fall below the acceptable 
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minimum. The result is precisely the same as that of an increase in 
the minimum profit level; outputs and/or advertising expenditures 
must be reduced in order to make up the required profits. The purpose 
of any such decrease in production is, of course, to permit an increase 
in selling price. 

This is very easily restated in terms of Fig. 4. An increase in overhead 
costs means, geometrically, a uniform downward shift in the total 
profit curve by the amount of the overhead expenses. Hence if over- 
heads rise by amount CD output will fall from OO. to OQ’., for at 
OQ, profits will now be Q,R which is less than the minimum acceptable 
level OP,,. By contrast, the change in overhead costs will leave the 
profit maximising output unchanged at O@Q,. 

Again, inferior outputs and types of advertising constitute an 
exception. Sales of these relatively ineffective revenue earners will 
be increased when increased overheads force the firm to husband 
its profits more carefully. However, I doubt whether this exception 
is likely to be very important. Certainly, one would not expect it to 
loom large in the actual behaviour of business firms whose rough and 
ready decision-making processes are likely to by-pass the more subtle 
adjustments called for by optimisation analysis. 

In line with this last remark I do not wish to go too far in rationalising 
the businessman’s behaviour with respect to overhead costs. Doubtless, 
prices are sometimes raised in response to an increase in fixed cost 


1T use the terms “ fixed costs ” and “ overheads ” loosely, treating them as syno- 
nyms, although this is not standard practice, 
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simply because executives are making their pricing decisions in accord 
with a crude average cost pricing rule of thumb—if costs rise so must 
prices. And doubtless average cost pricing is sometimes misused to 
serve the businessman’s interests badly. High prices are charged 
because costs are high at current low output levels—without con- 
sideration of the possibility that lower prices can increase volume and 
so may reduce unit costs. I have come across several such cases. But 
we must be careful not to sell the businessman short—he is often 
shrewd and well educated by experience. I really believe that it is 
not much of an exaggeration to say that the constrained sales maximum 
hypothesis often is a fairly close approximation to the rationale of 
the businessman’s use of average cost pricing. 


7. NON-PRICE COMPETITION 

Economists have often noted the oligopolist’s reluctance to employ 
price cutting as a competitive weapon. But this cannot be explained 
entirely as a manifestation of a desire to live the quiet life. For even 
when competitive activity does become more vigorous it is notorious 
that this is very likely to take the form of more advertising expenditure 
or the introduction of new product features some of which are some- 
times considered to be little more than frills. It would appear then 
that the large firm’s competitive effort has been channelled away from 
price policy and into advertising, service and product characteristic 
modification. 

This phenomenon is not a necessary consequence of sales maximisa- 
tion any more than of profit maximisation. But the sales maximisation 
hypothesis can certainly help to account for the psychology behind 
these practices. 

To see why this is so we must remember that to the businessman 
** sales ” mean total revenue, not physical volume. Now a dollar spent 
on advertising, if it increases physical volume, must necessarily increase 
total revenue. But a price reduction is a double-edged sword which, 
while it serves as an influence to increase total revenue in that it usually 
adds to the number of units which can be sold, simultaneously works 
in the opposite direction by reducing the revenue on each unit sold. 
In other words, as the economist knows so well, depending on whether 
demand is or is not elastic, price cutting is an uncertain means for 
increasing dollar sales. 

True, price cutting is equally undependable as a method of increasing 
profits—indeed more so, for if it fails to increase total revenue it must 
almost certainly reduce profits because the resulting increase in outputs 
must also add to total costs. But, on the other hand, the effect of 
advertising, improved service, etc. on sales is fairly sure while, very 
often, their profitability may be quite doubtful. Thus sales maximisa- 
tion makes far greater the presumption that the business man will 
consider non price competition to be the more advantageous 
alternative. 
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8. IMPLICATIONS FOR IDEAL OUTPUT ANALYSIS 


Because of the theorist’s failure to formulate a well defined theory 
of oligopoly pricing (even the kinked demand curve analysis indicates 
why price may tend to stay what it is, and not how it was set in the 
first place) oligopolistic output has never been subjected to much 
explicit analysis by welfare economists in their discussions of ideal 
output. One comes away only with a rather vague general feeling 
that after all the oligopolist is practically a monopolist and so he is 
very likely to fall under the same cloud as an output restricter. One 
suspects that his outputs are smaller than they would be under the full 
reign of consumer (or rather, public) sovereignty. 

The sales maximisation hypothesis does provide us with an analysis 
of oligopolistic pricing and output determination. Unfortunately it 
does not seem to open the way to any firm and simple welfare judgments 
(though what market form can be evaluated categorically ?). However, 
some impressionistic conclusions can be drawn. 

We recall first that under sales maximisation outputs will tend to 
be larger, overall, than they would be under profit maximisation. 
Nevertheless, they may be smaller than those which would result in zero 
profits, i.e. smaller than the output levels which are often misleadingly 
called competitive. This means that in a world where competition was 
everywhere else perfect, the allocation of resources to an oligopolistic 
industry would probably be too small—though less so than one would 
expect of a profit maximisation hypothesis. 

But approximations to perfect competition are rare and marginal 
cost pricing, if it is to be found at all, is the exception rather than the 
rule even in governmentally operated enterprises. Even this weak 
condemnation of the oligopolistic resource allocation must therefore 
be considered suspect. Since other industries also fail to bid for resources 
with energy as great as that which is to be expected of perfect com- 
petition, there is no reason to feel that the oligopolistic firm gets less 
than its appropriate share. Indeed, if it is true (as is suggested in my 
book) that competition sets the level of the minimum profit rate so that 
in all firms costs bear a somewhat similar relation to prices we may 
surmise that some sort of rough parity is established and that oligo- 
polistic pricing leads to an allocation of resources which is as close 
to the optimum as can reasonably be expected.!_ That is, the distortions 
may tend roughly to cancel out.” 

So much for the judgment of oligopoly in a static context. When 
we include in our evaluation the contribution of oligopoly to economic 


1We must be careful, however, and heed Professor McKenzie’s warning that 
proportionality of prices ‘and marginal costs will not ordinarily produce an optimal 
resource allocation. This accounts, in part, for the vague terms in which my present 
discussion i is couched. See Lionel McKenzie, “* Ideal Output and the Interdependence 
of Firms ”, Economic Journal, Vol. LXI, December 1951. 

2Tn fact, it is tempting to argue that if oligopolistic profits are kept just high enough 
to yield a normal return on stockholders’ investment these firms will actually produce 
competitive outputs. 
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growth it will be even clearer that the sales maximisation hypothesis 
sheds a favourable light on the effects of oligopolistic organisations on 
the social welfare. Lest this be taken as apologetics pure and simple, 
let me add that the discussion provides no grounds for us to dispense 
with the services of a vigorous authority charged with enforcement of 
the anti-trust laws in order to prevent the corruption and abuse which 
can be and often have been, the fruits of great concentration of 
economic power. 

The sales maximisation hypothesis has another, rather disturbing, 
implication for welfare theory. It means that prefixed lump sum 
(“ poll’) taxes must lose their convenience for discussions of income 
redistribution. For even these taxes, like other overheads, can and will 
be shifted, and their imposition will affect incentives and the allocation 
of resources. They will be shifted because, when they are levied on 
him, the oligopolist will raise his prices and reduce his selling costs 
to a point where his profit constraint is once again satisfied. The 
explanation of the shiftability of this apparently unshiftable tax is 
simple—the profit non maximiser has a reserve of unclaimed profits 
to fall back on when he is driven to do so by what he considers to be 
an unsupportable increase in his costs, though he can do so only at 
the sacrifice of sales which mean so: much to him. Since no one seems 
to deny that businessmen do in fact often raise prices when their 
overheads increase, this point must be accepted even by someone who 
questions the sales maximisation hypothesis. 


In describing the workings and implications of the sales maximi- 
sation hypothesis I have given only the barest indications of the 
grounds on which it is advanced. At best it is just an approxi- 
mation to a set of complex and variegated facts and there seems 
to be no way for it to be tested by statistical or other standard 
techniques of empirical investigation. Nevertheless on the basis of 
careful examination of a number of cases it appears to represent 
the facts somewhat better than do some of the more usual models. 
In addition, as I have just shown, it helps to explain a number of 
otherwise puzzling features of oligopolistic behaviour. These are 
surely standard grounds of scientific method for permitting tentatively 
one hypothesis to supersede another. 


Princeton University. 
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Productivity-Geared Wage Policies’ 


By KELVIN LANCASTER 


It has become fashionable of late, in some quarters, to suppose that 
the problem of inflation can be solved by a national wages policy, in 
which wage increases are assessed, and granted, on the basis of increases 
in ‘ productivity’, i.e., average labour productivity. To be sure, 
adherence to a belief in this kind of policy involves implicit acceptance 
of a “ cost-inflation ’”’ model of the economy, in which prices move in 
proportion to changes in costs, and the relevant costs are entirely, or 
largely, wage costs. One could easily quarrel with the whole basis of 
the cost inflation model, but we shall accept it, for the purposes of 
argument, here. 

Given simple wage-cost price determination, then it cannot be doubted 
that, if productivity increases by a uniform proportion throughout the 
economy, and wages are everywhere raised by that same proportion, 
then wage costs per unit of product are unchanged, all prices are 
unchanged, and any index of prices is unchanged. This argument is 
the seed from which has grown a whole complex of assertions which can 
loosely be classified as “‘ productivity-geared wage policies’, not all 
of which have the validity of their progenitor. 

What if productivity rises at different rates in different sectors of the 
economy? This, which must be accepted as very much the typical 
case, clearly presents problems, and it is these that we are going to 
examine in this paper. It is immediately obvious, however, that there 
are two extreme cases. On the one hand, it might be argued that all 
wages should rise by a common proportion equal to.some assessment 
of the “ average” rise in productivity over the economy as a whole. 
On the other hand, it might equally be argued that wages in each 
industry should rise in proportion to the productivity increase in that 
industry. 

The first argument, for a uniform wage rise throughout the economy, 
obviously heads straight into difficulties of an index number kind (i.e., 
in defining the appropriate “ average ”’ productivity), but, abstracting 
from these, has a direct appeal in circumstances in which the general 
level of wages is subject to institutional determination. Such was the 
case with the Australian basic wage which, for more than 30 years, was 
geared to a cost of living index: during the post-war series of wage 
determinations it was the constant contention of employers’ representa- 
tives that the basic wage (which virtually determined the level of all 
wages) should be geared to such an index of overall productivity, rather 


1 The author is indebted to Professor E. H. Phelps Brown and Mr. B. C. Roberts 
for some very valuable advice and suggestions. 
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than to the cost of living index. It was on the grounds of the practical 
index number problems, rather than on grounds of principle, that the 
Commonwealth Arbitration Court rejected this contention. 

The second argument, for a rise in wages industry by industry in — 
proportion to each industry’s increase in productivity, has not found 
great favour among advocates of a general wages policy, but is implicit 
in many industry bargaining situations. 

Both these policies are clearly capable of giving wage increases which 
do not change the general level of prices: the first, by judicious choice 
of the definition of the “‘ average’ increase in productivity, can main- 
tain any chosen index of prices, while the second, by leaving individual 
prices unchanged, keeps all price index numbers constant. 

Mere preservation of a constant index of prices cannot, however, 
be the sole aim of an economic policy which must profoundly affect 
many aspects of the economy. Indeed, those whose advocacy of a wages 
policy is based solely on this consideration are adopting the same 
attitude, in principle, as those advocates of banking policy prior to the 
°30s whose sole consideration was preservation of the balance of pay- 
ments at a constant exchange rate—a kinship that many supporters of 
naive wage policies are surely anxious to hide. Any wage policy is going 
to affect, inter alia, the relative demands for the products of the various 
industries and the relative supply of labour to the various industries: 
wages policy is every bit as capable of giving rise to unemployment as is 
monetary policy. 

A uniform rise in wages will presumably leave the supply of labour 
to the various industries more or less unchanged. Since, however, there 
will be industries in which productivity has increased less than the 
“average ’’, wages costs and prices will rise in those industries, the 
demand for the products will fall relative to other industries: it will 
only be by coincidence that the relatively greater use of labour in these 
industries (due to the lesser rise in productivity) exactly counter- 
balances the fall in relative! demand. Similar effects will, of course, 
occur in industries in which productivity increases have been more than 
average, but in an opposite direction. Thus a policy of this kind will, 
except in special cases, lead to excess demand for labour in some 
industries, and excess supply in others, leading to regional? unemploy- 
ment or increases in earnings relative to nominal wages (so to break- 
down of the carefully poised “ anti-inflationary ’’ wages policy), or 
both. 

If, on the other hand, wages rise in proportion to productivity 
increases in individual industries, the relative demands for the products 
will be more or less unchanged,*® the relative demand for labour will 
fall in the industries with the greater productivity increases, while the 


1 With increased “‘ average” productivity, the absolute demand for all products 
may well rise. We are interested only in the relative demands for the various products. 

? Assuming there is some degree of regional specialisation in industry. 

® Unless the income effects differ markedly among the various products. 
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relative supply of labour to these industries will rise. Again, there will 
be imbalance in the labour markets, leading to unemployment, break- 
down of the wages policy, or both. 
Intuitively, therefore, one would expect a successful wages policy 
(which maintained a constant price level and preserved balance in the 
markets for the various types of labour) to lie between the two extremes 
_ Outlined above, and to be such that wages rose by something less than 

the increase in productivity in the more rapidly advancing industries, 
' and by something more than the productivity increase, in the less 
‘mit rapidly advancing industries. This general approach has been put for- 
-_ ward both by the Cohen council! and by some of its critics?: the Cohen 
council has even observed® that it may be appropriate for wages to fall 
in industries in which productivity increases have been particularly 
large. 

It is the purpose of the present article to make some taxonomic 
observations on the nature of “ successful” possible wage policies 
under varying conditions of commodity demand and labour supply. 
The boxes which are offered may, or may not, be empty, but it is the 
writer’s belief that some classificatory thinking is valuable at this point 
in the debate. 


ret, 
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whe THe NATURE OF THE MODEL 


We shall concern ourselves with a simple two-sector economy with 
labour the only scarce factor. Prices are assumed to be proportional 
to (not necessarily equal to) wages multiplied by the reciprocal of the 
average labour productivity. This average productivity is assumed 
to be independent of the level of output (no diminishing marginal 
product) but subject to exogenous changes which are part of the data. 

The variables in which we are interested are the outputs, demand 
for labour, supply of labour, prices, wages and productivities in the two 
sectors. We shall distinguish the two sectors A and B by the use of the 
subscripts a, b. Then we shall denote the outputs by Z,,Z,; the 
demands for labour by L’,, L’,; the supplies of labour by L,, L,; 
the prices by P,, P,; the wages by W,, W,; and the productivities by 


KN be 
Then wages and prices are related by the equation 
W 
P=k | (1) 


for both sectors, where k is a constant of proportionality. 


1 Council on Prices, Productivity and Incomes, First Report (H.M.S.O.), February 
1958, pp. 43-44. 

2e.g. C. R. Ross: “‘ What ought to happen—if prices are to be kept stable—is 
that in industries where productivity is increasing fast, wages should rise less rapidly 
than production per man, and the difference passed on in lower prices. In the 
industries where productivity cannot be increased so easily, on the other hand, wages 
will probably have to rise faster than output per man, and costs and prices will 
be rising ”, The Listener, March 13, 1958, p. 441. 

3 Council on Prices, ibid., p. 43. 
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Output and the demand for labour are also related via productivity, 
as follows :— 


Now, in discussing wage and productivity problems and policies, it 
is usual to think in terms of proportional, rather than absolute, changes, 
and we shall couch our own analysis wholly in terms of proportional 
changes. We shall denote by lower case letters the proportional increase 
in the quantity which is represented by the corresponding capital letter, 


a 


i.e., Z, Will stand for Zz the proportional increase in the output of 
2 : 


sector A, and so on. 

Since the changes with which we are likely to be concerned in real 
wage policy problems will be small proportional changes, we shall 
assume them to be small here. This enables us greatly to simplify our 
analysis since, for small proportional changes: 

(i) the proportional change in a product is the sum of the propor- 

tional changes in the factors, and 

(ii) the proportional change in a ratio is the proportional change in 

the numerator less the proportional change in the denominator. 


These rules enable us to put (1) and (2) in the simplified forms 


where the constant k of (1) has disappeared because we are dealing 
with changes. 


PRESERVING BALANCE IN THE LABOUR MARKETS 


Whenever prices and wages change in one sector relative to the other, 
there will be direct effects both on the relative demands for the products 
of the two sectors and the relative supply of labour to the two sectors. 
Direct application of Marshallian partial elasticities is not, of course, 
possible in what is essentially a general equilibrium type model. How- 
ever, since we are concerned with small proportional changes, the 
most useful coefficients of behaviour for our purposes are those of 
elasticity form. We shall, therefore, define two elasticities specifically 
suited to the present model—the elasticity of demand substitution, 
and the elasticity of labour mobility. 

The elasticity of demand substitution, s, is defined as the ratio of the 
change in the ratio in which the products of the two sectors are con- 
sumed to the change in the ratio of their prices. That is (adopting the 
Marshallian convention of making the elasticity positive) 


AZ q/Z>) 
ene aya 
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Using our rules for proportional changes in ratios, and our con- 
vention of writing proportional changes in lower case letters, (5) can be 
put immediately in the form in which we shall use it, i.e., 


(Ze — Z») 
(Sash eae ta ree aed ehleey a etiviersiehenailene acs 
(Pa-P») (6) 
Zz 
If p, = O, and z, = O, then s = —- —, and is equal to a Marshallian 


a 
type partial elasticity in which income is adjusted after the price change 
to bring the consumers to the point where they purchase the same 
amount of sector B’s product as before. There is a symmetrical case 
obtained by putting z, =p, = O. 

To be able to use this elasticity, and treat it as a constant in our 
analysis, we must implicitly assume that the relationship between the 
relative consumption of the products and their relative prices is 
independent of the level of real income, that is, that the two products 
have identical income elasticities. 

The elasticity of labour mobility, m, is defined, similarly, as the ratio 
of the change in the ratiojin which labour offers itself to the two sectors 
to the change in the ratio of the wages in the two sectors. We shall 
write this immediately in the reduced form 

i oH l ») 
m Tn me eet (7) 

Elasticities imply a response to a stimulus, and a response takes time. 
If there are considerable lags in the responses (compared to the fre- 
quency of perceptible productivity increases), and especially if the rates 
of response differ markedly in the product market and the labour 
market, then we should require to carry out a dynamic analysis of our 
problem. We shall, however, assume that the elasticities measure the 
extent of the response in a “ year”’, that productivity changes take 
place once a year, and that, when wages and prices change, all responses 
are geared to the new situation, the old being forgotten. 

By assumption, changes in productivity are taken as the exogenous 
variables. Let us consider, therefore, the effects on the demand and 
supply of labour of some exogenous shift in the two productivities 
(expressed as proportional changes x,, x,) coupled with arbitrary 
proportional changes w,, w, in the two wage rates. 

Using (3), the proportional changes in the two prices will be given by 

Pa = Wa-Xa 
Po = Wo-%Xd 
and Pa-Ps = Wa- Wo) - (Xa—%p).-.-.-.. (8) 

From (6), the proportional changes in the demand for the output 
of the two sectors, consequent upon the changes in relative prices, will 
be related by 

Za—Z» = —-S(Pa-Po) 
= (%o— Xs) — Wa Wa) eee as denis ce cess (9) 
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The proportional changes in the demand for labour in the two sectors 
will be related as follows, using (4): 
lo-l, = Ca— 2) — Ca Xp) 
= (s— 1) (%,- Xz) -—S(Wa— W,), from (9)...... (10) 
We now turn to the supply side of the labour market. The relation- 
ship between the proportional changes in the supply of labour to the 
two sectors is given directly from (7): 


Deals == Wg Wa) he Sow ae ee ore ee ee (11) 


Assuming that the initial position was one of equilibrium in the labour 
markets, this equilibrium will only be preserved under the combined 
change in productivities and wages if the proportional changes in 
demand are equal to the proportional changes in supply in both markets, 
so, that. /0 = 7, and al — 1c ea CUS eel pe et, STOTT 
(10) and (11) this requires: 


m(Wa- Ws) = (S— 1) (Xa- Xe) — S(Wa - Wd) 
(m+ S)(Wa- W») roa (s a 1) (Xa or Xp) 
Wa-Ws s-l 
XX, Sm 
(12) is our fundamental relationship, for it expresses the relationship 
which must necessarily hold between relative wage changes and relative 
productivity changes in the two sectors if there is not to be relatively 
excess demand for labour in either sector. This relationship is so 
important that it is convenient to refer to it as the structural elasticity 
of the system, a term which is appropriate because it has the dimensions 
(or lack of them) of an elasticity, and is structural in the sense of 
involving all (i.e. both) the behaviour coefficients of the system. We 
shall denote the structural elasticity by E, so that 
Ae Ral pam Re (13) 
and the necessary condition for relative balance in the two labour 
markets is that the wage and productivity changes should be related by 


Wig W ges Loan eerie: coroner: (14) 


E is clearly positive if s> 1, negative if s< 1, and zero if s = 1, since 
both s and m have been defined so as to be essentially positive. The 
greatest positive value for FE is unity when s is infinite, that is, when the 
outputs of the two sectors are perfect substitutes. In the negative 
range, E has no limit, being negatively infinite when s and m are both 
zero, that is, there is no substitutability in demand and no labour 
mobility. approaches zero as m approaches infinity; the smaller is m, 


or, 


‘The condition /a—/b =l’a-I'b is, of course, necessary but not sufficient to 
preserve balance in the two markets. For the present purpose it is enough, however, 
since la—/b = l’a-1'» necessarily implies Ja = I’a, lb =1'b or la-Wa = lb —I’b, and 
the latter equality implies that there is an equal degree of excess demand or of excess 
supply in both markets, so that balance between the markets is assured. 
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cet. par., the greater is the numerical value of E, either positive or 
negative. 


MAINTAINING A CONSTANT PRICE LEVEL 
Let the price index which it is required to keep constant have weights 
g, 1-g, attached to the outputs of sectors A and B respectively. Then 
any price changes which keep the value of this index constant must 
satisfy the condition: 


SP ON py ee otatn tis ids sg os eh (15) 
Using (3), we can put this in terms of two sets of variables, the wage 
changes and the productivity changes: 
2(We-Xq) + (1-2) (Ww, - x) = ae a herons : 3 de Baebes ; we ons re 
or the equivalent form, ®~ *® =~ 8[(Wa- Wo) —(%a~ %>)] -»--C 
: We- Xa = (1-g)[(Wa- We) -(%a-x2)] (18) 
These give the relationship which must hold between the wage 
and productivity increases in either sector, and the relative wage 
and productivity changes between the sectors. (17) and (18) are not, 
of course, two separate conditions, but merely mirror images of each 
other. 


AN EFFECTIVE WAGES POLICY 


An effective productivity-geared wages policy, as we define it, is one 
which preserves balance in the labour market while maintaining con- 
stant the chosen price index. It must, therefore, satisfy the conditions 
(14) and (18) (or (17)) simultaneously. Using condition (14), we can 
substitute for (w,— w,) in (17) and (18) and we obtain, immediately 

Wa X50 8 (BA I(xg— Xp) tense =: (19) 
Wa Nor (he OE = Dia Xa) cies roses (20) 

Taking the productivity changes as exogenous, (19) and (20) immedi- 
ately give wage changes which will be appropriate to preserve the 
balance that we are after. Adopting the convention, to which we shall 
henceforth adhere, that the labelling of the sectors is so chosen as to 
make sector A that in which the productivity increase is the greater, 
so that (x, — x,) is positive, and recalling that E<1, we can rewrite (19) 
and (20) in a form in which all the factors are positive, so that the relative 
signs of the terms are immediately clear: 

Wy =X + PEN e  vm) (21) 
Wa Xen (1 -g)(1 er E\(x e: X») RON 

The expression for the appropriate wage change consists of two 
terms. The first is simply the productivity change in that sector. The 
second contains an expression (1 — E)(x,—- x,) common to both sectors: 
this is the difference in the productivity changes multiplied by one 
minus the structural elasticity. This factor is, so to speak, split between 

1 This implies, of course, gwa +(1-g)wb = gxa + (1 —g)wo, so that an index of 


average wages, weighted in the same way as the price index, will move in step with 
an index of average productivity, having those same weights again. 
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the sectors in a manner opposite to the way in which they appear in the 
price index, being subtracted from the sector with the greater pro- 
ductivity increase and added to that with the lesser increase. 

Unless the second, or adjustment, term is zero, therefore, we are 
justified in our intuitive view that the wage increase should lag behind 
the productivity increase in the sector with the greater productivity 
advance, and should move ahead of productivity in the other sector. 

Before moving to examine a general classification of cases, we shall 
identify the circumstances in which the two limiting approaches to 
policy, to which reference was earlier made, are justified. 


(i) Wages to rise in proportion to productivity in each sector. This 
policy would be appropriate if (21) gave w, = x, and w, =x,. This 
requires the adjustment term to be zero, which would be the case only if: 

(a) Xqg =X»: ie., both industries showed identical productivity 

changes. This is trivial. 

(b) E =1: i.e., s = o0 and the outputs of the two sectors are 

perfect substitutes. 


Thus such a policy is not appropriate in any real, non-trivial circum- 
stances. 


(ii) All wages to rise in the proportion of the “ average” productivity 
change. Such a policy would be effective if the circumstances of our 
model led to wz = Wy, i.e., 


Xq—- (1 -g)(l - E)\%a-Xo)g= Xo + 8,1 E)\(%a- x2) 
Xq-%X%» = dl i? E\(Xa ~ Xp) 

yt 0 ama Sec. the (22) 
This is not a trivial case for, if the structural elasticity were zero 
(i.e., the elasticity of demand substitution between the outputs of the 
two sectors were unity), then a uniform rise in all wages would be 
apropriate for all productivity changes. The actual proportion in 

which wages should rise would be given from (21). 


w = Xq-(1-g)(1- E)(xa- x») 
= Xq-(1—g)(%a- x») (E= 0) 
= 9X,+ (L-g)x, .......... (23) 
and this shows that an appropriate index of ‘‘ average ’’ productivity 
has the same weighting as the price index. 

If there were reason for believing that the elasticity of demand sub- 
stitution (as we have defined it) were approximately unity, so that the 
proportion of total expenditure between the outputs of the two 
sectors was nearly constant under a change in relative prices, or that 
the elasticity of labour mobility was very great,1 then the policy of a 
uniform general rise in wages would be appropriate, and the extent of 
the rise would be given from a productivity index having the same 
weights as the price index. 


1 Since E approaches zero as m approaches infinity. 
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SOME CLASSIFICATORY OBSERVATIONS 


In general, as we have seen, an effective productivity-geared wage 
policy will involve wage rises less than the productivity increases in the 
sectors in which productivity is advancing most rapidly, and wage 
rises in excess of the productivity increases in those sectors in which the 
productivity advances are less rapid. Although this implies that the 
less rapidly advancing sector will always obtain a rise in wages at least 
equal to the productivity increase, no lower limit is implied to the 
extent of the wage rise in the more rapidly advancing sector—a priori, 
it might be less than in the other sector, and wages might even fall. 
Our aim here is to examine the conditions under which the wage rise is 
less in the more rapidly advancing sector, and the conditions under 
which the policy will call for a fall in wages in that sector. We shall 
then examine the effects of greater and lesser demand substitution, 
and greater and lesser labour mobility, on the nature of the wages 
policy. 


1. The relative wage increases in the two sectors. From the analysis 


from which we obtained (22), it is obvious that w, Ks W», according as 
< 


E a O. Thus it will be appropriate for wages to rise most in the more 
< 


rapidly advancing sector so long as the structural elasticity is positive, 
that is, so long as the elasticity of demand substitution is greater than 
unity. 

Thus, if the products of the two sectors are good substitutes (s> 1), 
the more rapidly advancing sector will receive the greater wage rise, 
but if the products of the sectors are poor substitutes, then the more 
rapidly advancing sector will receive the smaller wage rise. The relative 
wage increases, it will be noted, depend on demand conditions only 
and not on the extent of labour mobility. 


2. A fall in wages in the more rapidly advancing sector. 


From (21) we have wa< O if xg-(1-g)(1- E)(xa- x1) < O 
¥e_'= (1~ gl - E) ..\24) 


Xa-— Xo 


Examination of (24) makes it clear that the left-hand side is smaller, 
the greater is x, relative to x,, being infinite when x, = x, (x_SXp, 
of course) and unity when x, is infinite. The right-hand side is larger, 
the smaller is g and the smaller is E algebraically (i.e., the larger 
numerically, if it is negative). It is obvious that the absolutely necessary 
condition for a fall in wages in sector A is that E be negative (see 1 
above): given this, such a fall is the more likely : 


(a) the greater the productivity increase in the more rapidly advanc- 
ing sector, relative to the productivity increase elsewhere ; 
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(b) the less important is that sector in the total economy, measured 
by the weight attached to its output in the price index (i.e., the 
smaller is g)?; 


(c) the more negative is the structural elasticity, that is, the lower | 


are both the elasticity of demand substitution and the elasticity 
of labour mobility. 


We can conclude that it would be appropriate for wages to fall, in 
general, in a sector only if productivity in that sector were advancing 
very rapidly, the sector was small (g small), specialised (s small) and 
using specialised labour (m small). It is unlikely that a fall in wages 
would be appropriate in any substantial sector of the economy. 


3. The effects of the demand and labour mobility elasticities. We 
have actually discussed these effects while examining effective wage 
policies from other points of view. 

The critical value for the elasticity of demand substitution is unity. 
At this value the structural elasticity is zero, irrespective of the 
elasticity of labour mobility, and both wages will move together. The 
greater the extent to which the substitution elasticity differs from unity, 
the more divergent will be the wage changes in the two sectors, and the 
less successful will be a uniform-type wage policy. The greater the 
demand substitution, the more closely will the wages in each industry 
be geared to productivity in that industry, the lower the demand 
substitution, the more divergent will be the wage movement from 
the productivity change till, eventually, wages will rise rapidly in the 
least rapidly advancing industries, and fall in the most rapidly 
advancing sectors. 

The effect of the elasticity of labour mobility is more straightforward. 
The larger this elasticity is, the more closely does the structural elasticity 
approach zero, and the more nearly do the wage changes coincide 
in the two sectors. The less the degree of labour mobility, the more 
divergent will be the wage movements in the two sectors. 


A NUMERICAL EXAMPLE 


This example is given to illustrate, in a simple manner, the working 
of the model with which we are concerned. Let us suppose that there 
is a reasonable degree of both demand substitution and labour mobility 
in the economy, so that s and m are both, say, 2.0. Then the 


s-— 1 1 ae 
gimp F Let the productivity 


increases be 3 per cent. in sector A and 1 per cent. in sector B. For 
simplicity, let the relative weights of the two sectors in the price index 

| 1 
be 3 3 (8 = 3): 


1 This is because the “‘ average ” wage rise is equal to the “* average ” productivity 
increase (see page 205, footnote). Cereris paribus, a fall in one sector will be more 
likely to be associated with a given “‘ average ”’ rise, the smaller the sector. 


structural elasticity is given by E = 


| 
| 
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Then the appropriate wage changes are given by (21): 
oO 2 3 oO 
Wa = 3% — (3) G27) 
oO 1 3 oO 
we =1% +) QE) 
= 14% 


In this case, the wage increases more in the more rapidly advancing 
sector, since E> O. 
It is interesting to work out this example in full, as a check on the 
method. For sector A, we have, from (3), 
Por 2 jo om 2 
so that prices fall by 1%. For sector B we have, 
Po = 14%-1% = 4% 
Since the weights of the price index are in the ratio of 1:2, the con- 
dition for an unchanged price index is obviously satisfied. 
From (6), the changes in demand for the two outputs are related 
thus: 
Zenit bye A LG B74) = 13 7 
the increase in the demand for sector A’s output exceeding that for 
sector B’s output by 3 per cent. From (4) the relative changes in the 
labour demands in the two sectors is given by: 
Y.-1,= Van ee sal LYE: 
while we have the supply side of the labour market given directly from (7) 
le-ty = 20,-134) = 1% 
so that the relative balance in the labour market is undisturbed. 


THE PROBLEMS OF PRACTICAL POLICY 


The greatest problem which would seem to confront the policy maker 
attempting to devise an effective wage policy of the kind we have 
outlined is that of assessing the value of the structural elasticity EF. 
While, in a sense, this is true, there are aspects of a more political nature 
that probably present difficulties as great. 

It is obvious that, if wage policy were determined on the basis of 
productivity estimates, then these estimates would be a matter of the 
highest interest and importance to all concerned, not least to the trade 
unions. Any discussion of the problems of wage policies of this kind 
must proceed, therefore, on the assumption of knowledge of the 
relative productivity changes on the part of the trade unions. 

Now we have shown that the wage rise in the case of the more 
rapidly advancing sector will be less than the increase in productivity 
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in that sector. The trade union concerned will be aware of this. No 
body of persons associated for mutual gain is likely to be unduly 
altruistic, and it seems more than probable that the trade union in the 
sector which is advancing more rapidly will tend to be of the opinion 
that, since its members are in the industry which is contributing most 
to the overall productivity increase, it is they who should receive 
the major wage increase. There will be a strong tendency for the 
union in this sector to attempt to obtain higher wages than the 
general wage policy considers appropriate. Furthermore, the em- 
ployers in this sector will not feel any desperate need for resistance, 
since their unit costs will fall for any wage rise less than the increase 
in productivity. 

This tendency towards upward pressure on wages in the more rapidly 
advancing sector would probably always be present, it would be 
greater the smaller (algebraically) is the structural elasticity and so the 
greater the gap between the wage increase and the productivity increase. 
It is difficult to conceive of a trade union in a free economy, finding that 
(as could be the case) its members were to have the smaller wage rise, 
although their industry showed the greater rise in productivity, not 
attempting to break out of the bounds of the wage policy apparatus 
and strike their own bargain with fairly unresisting employers. If 
the wage policy called for an actual decrease in the wages in this sector, 
surely only very considerable coercion could prevent a breakdown of 
the policy. 

The trade union may have its doubts in the more rapidly advancing 
sector. In the less rapidly advancing sector, it will be the employers. 
In all cases, the wage policy will call for a wage rise in this sector greater 
than the increase in productivity. This will mean rising unit costs, 
which the employers will be reluctant to accept in a situation which is, 
by definition, not inflationary. 

We can thus expect that, even if there is no excess supply or demand 
in either labour market, there will tend to exist, so long as trade unions 
and employer associations exist, an upward pressure on wages in the 
more rapidly advancing sector, and a downward pressure in the less 
rapidly advancing sector. To offset this, it would seem desirable not to 
strike quite the exact balance in the two labour markets which we have 
visualised so far, but to place a little pressure of excess supply into the 
labour market of the more rapidly advancing sector, and a little excess 
demand into the labour market of the other sector. That is to say, 
it might be wise to raise wages in the more rapidly advancing sector a 
little more, and in the less rapidly advancing sector a little less, than the 
amounts obtained by strict adherence to our formula. In terms of 
estimating the value of the structural elasticity, it would seem better to 
err on the side of being high (algebraically) rather than low. 

Since it is, for institutional reasons, much simpler to put a floor on 
wages than a ceiling, and so easier to coerce employers into accepting 
a rise in wages greater than they would wish to grant than to prevent 
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side bargains being struck to raise wages when employers are not un- 
willing, it is clear that it is the sector with the greater productivity 
advance which is crucial to the implementation of a productivity- 
geared wage policy. If wage rises in this sector can be kept down to the 
appropriate level, the other sector does not present great problems. 
In fact, if the ““ government ”’ can control wages in the sector with the 
greater rate of productivity change, little control may be needed in the 
less rapidly advancing sector. 

It so happens, unfortunately, that the sectors over which any central 
authority has control in the United Kingdom, the civil services in the 
widest sense, and the nationalised industries, are probably the sectors 
with the lower productivity increases, and attempts to combat inflation 
via wage control in these groups probably lead to distortion by grant- 
ing lower increases than would be called for by an overall wages 
policy, while doing little to combat unduly great rises in wages (or 
earnings) in the sectors in which productivity is undergoing rapid 
change. 


CONCLUSION 


If we accept a simple wage cost inflation model as a macroeconomic 
framework,! and this need only imply that we are concerned with a 
situation in which monetary policy is “ passive ’ or “‘ neutral ’’, neither 
adding to, nor subtracting from, changes in prices which happen to be 
equal to changes in unit wage costs, then it is possible to determine 
a wage policy in which wages are geared to productivity changes in 
such a way as to preserve (a) a constant price level, and (6) balance in 
the labour markets of the sectors of the economy. 

Such a policy will require wages to rise by less than the increase in 
productivity in the more rapidly advancing sector, and more than the 
increase in productivity in the less rapidly advancing sector, the exact 
relationships being determined from the “structural elasticity” of 
the economy.’ For some value (or small range of values) of the 
structural elasticity, a wage rise uniform throughout the economy may 
be appropriate, but this will not be the general case. 

Although the problems of estimating the relevant parameter—even 
were it believed stable in value—stand in the way of practical applica- 
tion of such a wages policy, the political problems are probably as great 
a barrier. It is the sector with the greatest productivity rise in which 
wages will be required to lag behind the productivity increase, so that 
wages may rise less in this sector than in the lagging sector, and could 
even be required to fall, so that it is control of wages in this sector 
which is most vital for successful implementation of the wages policy 

1 If we cannot accept such a framework and in particular, if the same proportionate 
increase in wages, with constant productivity, in the different sectors results in 
different proportionate increases in prices, then our model is not applicable. Severance 
of the link between wage increases and price increases implies an entirely different 


model of the economy, the relationship of which to the present model cannot be 
determined a priori. 
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as a whole. If the central authority has no control Over wages in the 
“ go-ahead ” sector—and it rarely has in an uncontrolled economy— 
then it may well make things worse by attempting to exercise control 
over a lagging sector. 

Even if there exist no control over wages, however, the notional 
framework of what an effective wage policy would be, in any circum- 
stance, provides a useful measuring rod by which the possible effects 
of wage rises resulting from free bargaining may be judged. 


The London School of Economics. 
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Wages Policy in Sweden 
By T. L. JOHNSTON 


I 


The Swedish system of industrial relations and collective bargaining 
is almost entirely a 20th-century development. The first trade unions 
date from the 1870s, but in 1898 a centralised trade union confederation 
(Landsorganisationen i Sverige—LO) was formed, followed in 1902 
by the establishment of a strong employers’ confederation (Svenska 
Arbetsgivaref6reningen—SAF) in the industrial sector of the economy. 
Membership in LO is now 1.4 million, in 44 unions, and SAF has 44 
member organisations covering 806,000 employees, of whom 171,000 
are salaried employees. There are three separate trade union groupings 
for salaried employees, the largest, Tjanstemannenscentralorganisation 
—TCO, having made rapid strides since it was reorganised in 1944. It 
now has 350,000 members in 42 associations, and has members in state, 
municipal and privateemployment. Another small group, Statstjanste- 
mannens Riksférbund, with 15,000 members, caters for senior civil 
servants, and a new organisation, Sveriges Akademikers Central- 
organisation—SACO, founded in 1947, and with 40,000 members at 
present, organises university-trained people, wherever employed. 

Though there are few organisations, they are not homogeneous in 
coverage on both sides of the labour market. SAF is the strongest 
group on the employer side, but the coverage of it and LO do not com- 
pletely coincide, since LO has about 260,000 members in central and 
local government employment. TCO bargains with SAF, and also 
with the public sector, as do SR and SACO. There is not a compre- 
hensive front covering all workers and all employers, despite the appear- 
ance of co-ordination which is given when LO and SAF are discussed. 
Our main concern is with the LO-SAF private sector, but it must be 
stressed that the public sector, in which over 400,000 people find 
employment, has an important influence in wage determination. 

SAF has been strongly centralised from the start, particularly in the 
permission which it must give before its members or partners can arrive 
at collective agreements, and in the power to call lockouts on a wide 
front. LO has had increased powers over its member groups since 
1941. Itisimportant to look at this, since suggestions for a co-ordinated 
wages policy often require the subordination of individual union 
policies to those of the whole trade union movement. 

The wages goals of salaried employee groups are much less complex 
than those of LO, since their organisation has been stimulated by the 
desire to retain or restore traditional differentials over manual workers. 


1 SR and SACO established a joint salary negotiating committee for civil servants 
in February, 1958 


213 


214 ECONOMICA [AUGUST 


Between salaried organisations there are, however, significant differences 
which keep them apart. SR is concerned to restore the pre-war 
position of senior civil servants, SACO emphasises the importance of 
reimbursement to university-trained persons for the cost of training 
they undergo, while TCO, which organises vertically, is much more 
interested in the broad mass of salaried employees. 

What, then, is the momentum behind LO wage policies? One! of 
the main causes behind the reform of LO’s bye-laws in 1941 was the 
adoption of a deliberate “‘ wages policy of solidarity ”, which at that 
time was conceived as “ helping the worst paid groups of workers ”’, 
mainly those employed in agriculture and forestry. This had been a 
recurring topic at LO conferences since 1922. Thus the trade union 
movement was wrestling with ideas of solidarity in wages policy long 
before the full employment era, and had begun to reform its wages 
policy towards that goal before the war. The difficulties in the way 
of solidarity are as topical now as they were then. 

Group solidarity in a trade union movement can be practised in the 
form of class allegiance to the political aims of a working class political 
party, and the Swedish LO has always been closely associated (at first 
formally, but since 1908 informally) with the social democratic party. 
Solidarity in industrial relations, particularly in wage bargaining, is 
much more difficult to conceive at a class level, and income maximising 
behaviour coheres more naturally in craft or industrial level groupings. 
Some solidarity was indeed practised at these levels in the 1930s. But 
the crux of the wages solidarity issue revolves around reforming the 
economic behaviour of unions in bargaining, and supplementing this 
by social policy measures. These various strands can be distinguished 
in the Swedish trade union discussion of solidarity in wages. 


(1) If capacity to pay differs between industries, then groups who 
can enjoy higher wages by exploiting the economic strength of employers 
in their industry should deliberately refrain from exploiting their 
position, in order to help “ badly paid” groups. It was recognised 
that this might not help other groups at all, but simply raise profits 
in the industry, though it was hoped that purchasing power might in 
some vague sense be transferred at least to closely related groups.? 


1 The whole gamut of labour relations in the 1930s was influenced, for example, 
by (a) demands for legislation to control the activities of unions and employers’ 
associations; (6) the building industry conflict of 1933-34, which focused attention 
on LO’s constitutional powers—rather like the General Strike of 1926 in Britain; 
(c) the government commission of enquiry into industrial relations (Statens offentliga 
utredningar 1935: 65 and 66); and (d) the rise to power of the social democratic 
party from 1932. 

* This is argued in vague terms by Albin Lind: Solidarisk lénepolitik, Stockholm, 
1938. Previous LO discussion had always recognised the practical difficulties in the 
way of such a policy. In 1931 the LO secretariat doubted whether in fact, if the 
possibilities existed (i.e. capacity to pay) for better-paid groups of workers to improve 
their position further it would be possible to prevent this by conference decisions 
and constitutional provisions, or by drawing attention to their relatively favourable 
position. It might well lead to a split in the movement and to its disintegration. 
“To persuade the workers or others to refrain, through affiliation to an organisation, 
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(2) In pursuit of solidarity, priority in strike support should be given 
to badly paid groups. 

Both these aspects of solidarity required reform of the LO con- 
stitution and the machinery of organisation. Before 1936 the usual 
conclusion drawn from discussion of this theme had been that it was 
not easy for the secretariat to infringe the constitutional position of the 
unions by having central adjudication of wage claims. But con- 
stitutional reform was stressed as a prerequisite for the wages policy 
of solidarity in motion 224 presented to the 1936 LO conference, which 
marks a landmark in this development. LO agreed to reform, but 
insisted on an enquiry first. As a result the bye-laws were revised in 
1941, giving LO very full formal powers over wage policies and nego- 
tiations, and of financial support in disputes.? 

These changes have not meant that LO has since been a dictatorial 
body in fact. The organisation committee of 1951 stressed that co- 
ordination should be based on the voluntary principle, and on the 


from having their wages raised when the possibilities for this exist, and at the same 
time to pay dues in this organisation, is quite simply unthinkable.” (LO kongress 
berdttelse, 1931, p. 51 et seq.) 

In 1926, likewise, the LO secretariat had argued that it was impossible to work 
out common wage provisions for all workers in Sweden, since capacity to pay differed 
from industry to industry in accordance with economic conditions. Who was badly 
paid in fact depended (and still depends) on the state of the economy. In 1922, when 
wage solidarity became a topic for debate and discussion, export industries were 
less well placed for paying higher wages than certain domestic industries. (See LO 
kongress berdttelse, 1922, motion 144, and secretariat statement No. 3, p. 159.) 
SAF argued at this time that wages policy should be based on the ability to 
pay of the export industries, which were at that time less profitable than, e.g. 
foodstuffs. 

1 See LO kongress berdittelse, 1922, secretariat statement No. 3, p. 159, and kongress 
berdttelse, 1926, p. 56. 

2 (a) LO became entitled not simply to take part in wage negotiations of affiliated 
unions, but also to present proposals for an agreement to the organisations affected 
by the negotiations (§15, clause 2). Support can be withdrawn if the organisation 
concerned objects to LO’s proposals, but only if the conflict gives rise to, or can be 
feared to lead to considerable inconvenience for other affiliated organisations, for 
the trade union movement as a whole, or for vital social interests. 

(b) Union bye-laws were now required (as a condition of LO membership) to contain 
the provision that the executive board of the union has the right to make final decisions 
about terminating agreements, accepting or rejecting proposals for new agreements, 
or for resorting to direct action. Voting among union members on such matters 
is only advisory. (This has been a source of recurring grumbles at later LO con- 
ferences.) 

(c) Within each union, emphasis is placed on uniformity and on the subordinate 
position of the branches. The union bye-laws provide (§14) that when issues are 
voted on by members that relate to wages and negotiations and stoppages of work, 
a two-thirds majority in a secret ballot is necessary for terminating or agreeing to a 
new contract or any other changes in the conditions of work and for decisions about 
stoppages of work. Even then the board of the union has the final power to decide. 
The procedure to be followed in negotiating collective agreements is also carefully 
regulated. Submissions to employers can be made by branches or by the union 
executive. Branches can thus initiate negotiations, and conclude agreements, e.g., 
at the local level, but they are once more subordinate to the union executive in that 
they can only propose changes after two-thirds of the members affected have so 
decided by a secret ballot AND after the approval of the union executive has been 
obtained. 
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understanding among the unions of the common interests of the 
movement. The LO secretariat also stated in 1956 that it considered 
its formal powers were adequate. 


(3) Given this revision in the organisation and constitutional powers 
of the unions, social policy measures—subsidies to agriculture, housing, 
and fiscal policy—might nevertheless be necessary to help badly paid 
groups. The trade union movement might not by its own action be 
able to iron out differentials between different sectors and industries 
in the interests of solidarity.1. It was not simply a matter of cash 
benefits and trade union action alone. Wages policy and social policy 
were to be complementary, a combination which was natural at a time 
when big social reforms were being planned by the social democratic 
party. Social policy would help out (e.g., in the form of subsidies to 
agriculture) where capacity to pay was low. 

The criteria on which wages claims were based, the LO constitution, 
and machinery of negotiation, were thus revised by 1941. The wages 
policy of solidarity premissed that relative wage claims were not to be 
based on “ capacity to pay’. At first the alternative criteria for wage 
claims were imprecise, and did not go beyond helping the worst-paid 
groups. Later developments have expanded the meaning to include 
reference to the nature of the job, work requirements, and manpower 
criteria, with overriding consideration being paid to the low position 
of female workers. The precise forms of this wages policy of solidarity 
have varied since the war. 

Relative wages and the general level of wages became matters for 
internal co-ordination by the unions, and both aspects are vividly 
illustrated by post-war wages bargaining. An analysis of the wage 
rounds since 1945 brings out the attempts LO has made to pursue its 
wages policy of solidarity, while it also shows how the wider issues 
of wages policy have been tackled by the various groups. 


1 This was clearly recognised by motion No. 224 at the 1936 LO conference, 
which stressed that social policy would be necessary to supplement the internal 
adjustments the trade union movement could make by its own efforts. This difficulty, 
and the need for social policy to overcome it, is stressed by the committee, appointed 
after the 1936 conference, whose report was the basis for the 1941 reform. See 
Fackforeningsrérelsen och ndringslivet, pp. 186-87. ‘* Equalisation of wages within 
a particular industry can probably be achieved by exclusive use of trade union action, 
but the resources of the trade union movement are inadequate for the purpose of 
eliminating wage differentials between different industries and sectors of the economy. 
In the last resort it is the profitability of the sectors which sets the limit to what the 
trade union movement can achieve. An industry with a stable market and a large 
demand can naturally pay better wages than a branch which is suffering a hard 
and often precarious existence. In the latter industry the workers do not, however, 
obtain better wages simply because their comrades in more favourable branches 
refrain from exploiting their opportunities to improve their position further. An 
equalising wages policy can only be achieved here by means of social policy 
measures.” Union and political action must therefore be complementary. At the 
same time it was argued that it was in the interests of the trade union movement 
not to let wage differentials widen, but, on the contrary, to make them as uniform 
as possible. No criteria were given at that time for assessing the precise meaning 
of “* uniformity ”’. 
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Il 


Most collective agreements are still local in character, but 70 per 
cent. of LO members are covered by the comparatively small number 
of national agreements with their dependent local agreements. Wage 
determination for civil servants is also collectivised, usually in the 
form of negotiated salary scales,’ but for salaried employees in private 
service there is much less collectivised wage determination, except in 
occupations like banking, insurance and commerce, though centrally 
negotiated recommendations for individual salary setting have become 
common. Since the war negotiations have usually occurred each year, 
for almost all agreements run for one year at a time. Three months’ 
notice of termination is usual, but not all agreements expire at the same 
time. A fairly definite pattern of timing of wage negotiations and 
agreements can be traced, however, for the post-war years in the 
following sequence: 


(1) During the early summer government officials, employers, and 
union leaders will begin to reflect in public speeches on the wage 
negotiations for the next calendar year, and discuss wage increases, 
pensions, shorter hours, and other demands which are expected to 
arise. The form book is studied intently as the runners go into training. 


(2) The representative council of LO meets in September. This is 
a practice which LO began in 1937, as part of the move to wages 
solidarity, and it provides an opportunity for unions whose agreements 
expire within the next few months to attend a conference at which 
general information about the economic situation is given, and principles 
that seem advisable for the coming round are outlined. Any state- 
ments formulated (they have been made public since 1947) are expressed 
in the form of RECOMMENDATIONS to the unions. If the outlook is 
uncertain the council may take a “‘ wait and see ”’ attitude, and decide 


1 The de jure right of negotiation of civil servants is still obscure, but the de facto 
right has existed since the war, and salary questions have been settled in practice in 
recent years after negotiation between civil service unions and the Department of 
Civil Affairs. The government sector is now one large wage and salary bargaining 
unit. See Stats- och kommunaltj4nstemans f6rhandlingsratt, Statens Offentliga 
Utredningar, 1951:54. A further complication is that many civil servants are 
employed on official salary scales, while others are employed on ordinary collective 
agreements. The main difference, apart from timing of salary revisions, is that 
workers employed on collective agreements can strike. See Loneplan eller 
kollektivavtal, SOU 1952: 53. 

2 The LO Wages Policy Council proposed in Fackféreningsrérelsen och den fulla 
sysselsdttningen, and accepted by the 1951 conference, was set up in 1952 to advise 
and assist in the preparation of material for wage negotiations. To date it has 
looked at wage statistics and social benefits, and in 1955 and 1956 it made statements 
on the economic situation to the autumn meetings of the Representative Council. 
It also convened a conference of union presidents in November, 1956, to discuss 
the situation for 1957. It seems clear that the Council is gradually assuming greater 
responsibility for the co-ordination of LO wages policy. The Council is now com- 
posed of seven members, all from the LO secretariat, with Dr. Meidner, the head 
of the LO research group, as advisory economic expert. The Economic Survey of 
Europe in 1955, p. 163, states that the 1951 proposal for a central ‘‘ Agreements 
Council ” within the trade union movement was never accepted. This is incorrect. 
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to meet again in November. The council of TCO also meets and weighs 
up the form. 

(3) In October or November the National Institute of Economic 
Research publishes an autumn report, which contains an ex-post 
analysis of economic trends, as well as an assessment of likely trends 
in the near future.1 This forms the basis for Riksdag debate and 
discussion of the economic situation. 


(4) For agreements expiring at end December the usual time for 
giving notice is 30th September (although the date can be postponed 
by mutual agreement) and the unions begin to draw up the line of 
advance which, in consultation with branches, they have in mind 
for the coming year. The government may have discussions and 
exchange of information with LO and TCO. 

(5) The council of LO meets again. It may recommend “ re- 
straint’, or ‘‘ moderation ’’, make policy declarations about prices, 
cost of living, women’s wages, and other important determinants. 


(6) In December the unions submit proposals and demands, and 
negotiations begin. 

(7) In January the national budget division of the Ministry of 
Finance presents a report on economic trends (an Economic Survey) 
which may or may not give estimates of the likely scope for income 
increases.?, The finance minister presents his budget, and discusses 
the requirements for economic equilibrium in the light of the national 
budget report. He may suggest what level of nominal wage increases 
is reconcilable with economic stability or he may, as in 1955, issue a 
severe warning to the unions that the scope for wage increases is ex- 
tremely limited. 

(8) The first of the important agreements, usually the national 
agreement in the engineering industry, is concluded, and other agree- 
ments follow in quick succession, often after extensive use of the 
mediation facilities provided by the government. No arbitration is used. 

(9) Salaried employees in state, municipal, and private employment 
negotiate their increases for the coming year. New salary scales for 
civil servants came into force in 1947 which established the principle 
that a bonus clause should provide a safety valve to enable civil servants 
to keep their salaries in line with the general movement of wages in 
the private sector. 

1 In 1955 the Institute pointed out, Meddelanden fran konjunkturinstitutet, Serie 


A:28, p. 71, that there is no objectively given scope for wage increases independent 
of the economic policies pursued. 


* See Oversikt Gver det ekonomiska laget 1952 (Meddelanden fran konjunktur- 
institutet, Serie B: 14), where it was pointed out (p. 64) that no estimate of private 
consumption had been made because wage changes were unknown. It added: 
‘** Preliminary assumptions or arithmetical examples have proved of more harm 
than use, since they are readily considered as an authoritative pronouncement of 
an economically correct development of wages”. National budget fér ar 1957 
(Serie B:21), p. 84 discussed three alternatives for income developments during 
1957, because the outcome of wage negotiations was still unknown. No estimate 
of trends in private consumption was therefore made. 
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(10) Prices are fixed for agricultural products. The objectives of 
agricultural policy agreed in 1947 were primarily social in character, 
and aimed at giving the agricultural population a reasonable standard of 
living in relation to other sectors. In terms of the detailed cost calcula- 
tions, both farmers and workers had a common interest in raising wages, 
since wage costs were automatically compensated for by the rules for 
determining farmers’ incomes, and this aroused great bitterness among 
consumers. A new system agreed since 1956 is less rigid, and agri- 
cultural wages and prices are no longer directly related to the wage 
negotiation season as they were before 1956. 

This co-ordinated time-table is not planned, being sue pragmatic, 
and dictated by selfish interests. Co-ordination is advantageous in 
that it allows the unions to assess the consequences of their actions, 
e.g., for prices, but since it also allows them to safeguard their interests 
by adjusting money wage claims in order to obtain the desired improve- 
ment in real wages, the system is on balance an unfortunate half-way 
house between planned co-ordination and unsystematic income deter- 
mination.! This is inevitable as long as institutional pressure groups 
are not coerced by the government. 


Ill 


Following the wartime index agreements between LO and SAF, 
which avoided the necessity for direct government control of wages, 
the ‘‘ normal ”’ wage negotiation rounds of the post-war period can be 
divided into several distinct phases, in which different approaches 
have been tried, depending on the state of the economy and the outcome 
and experience of past rounds: (a) bargaining by individual unions in 
the light of general LO recommendations for the years 1945 to 1948, 
for 1951, and for 1953, 1954, and 1955; (b) a period of wage restraint 
for 1949 and 1950. On the initiative of TCO, which took the lead by 
accepting an unchanged bonus for civil servants, a stabilisation policy 
was agreed among all the interest groups, including farmers, for these 
two years. No contractual increases were allowed, though wage drifting? 
allowed some increases, and the government subsidised the cost of 
living after the 1949 devaluation and on the outbreak of the Korean 
war in order to prevent price rises. A cost-of-living reopening clause 
was agreed between LO and SAF for 1950. At the end of the wage 
freeze the individual union bargaining for 1951 produced chaotic wage 
developments, depending on lagging, the structure of agreements, 
timing of new agreements, and rapid price rises, which were accentuated 
by the removal of subsidies. (c) The experience of 1951 led to the first 


1 See Lundberg’s penetrating remark in The Business Cycle in the Post-war World, 
London, 1955, p. 72: “ the strong inflationary bias of the Swedish economy, which 
is so well organized that only a small proportion of the population is left out and 
can be cheated ” 

2 This concept is discussed in Section IV. 
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centrally negotiated agreement between LO and SAF for 1952. Cen- 
trally co-ordinated bargaining has also been practised for 1956, and 
in the current two-year agreement for 1957-58. 

There has been considerable variety in LO recommendations to 
the unions. For 1945 LO anticipated that real wages would improve 
via price falls and stable money incomes. For 1947 a general wage 
offensive was signalled, but stress was laid on the need to avoid en- 
dangering price stability.2 “‘ Great restraint’ was recommended by 
LO for 1948, but big claims were made and conceded,’ although SAF 
made a public declaration in favour of stabilisation, and tried to 
co-ordinate its wages front. LO has constantly and consistently tried, 
during and since the war, to give prior consideration to lower-paid 
groups of workers—though it has not always defined who they were 
—and to women workers. For 1947, for instance, a successive closing 
of differentials between the sexes in accordance with the principle of 
‘“‘ equal pay for equal performance ”’ was recommended.* 

The three co-ordinated agreements have all tried to differentiate wage 
increases in pursuit of solidarity. The first co-ordinated agreement 
for 1952, which followed the free-for-all of 1951, tried to steer wage 
developments by dealing with four main aspects: (a) protection against 
price changes during 1952 by a consumer price index clause; (b) scope 
for unions to negotiate compensation for the lag in certain groups in 
1951 and earlier years; (c) a share in the increase in production during 
1951 and anticipated for 1952; and (d) adherence to the wage policy 
of solidarity through raising women’s wages more than those of men 
and providing a minimum cash increase of 25 Gre (the combined per- 
centage—ore line which has been used again since). This was the 
first centrally negotiated agreement for wage increases in peacetime, 
and it differed from war-time index agreements by aiming not simply 
at compensating for rises in living costs, but pursuing an active policy 
of drawing up targets for wage increases all along the SAF—LO line, 


1 See LO Verksamhetsberattelse, 1944, pp. 18-19. This was a policy recommenda- 
tion of the Post-War Programme of Swedish Labour. In recent years LO has 
again campaigned for falling prices, e.g., LO made no recommendations for wage 
rises for 1954, but issued a strong statement condemning price inflexibilities down- 
wards. Effective control of monopolies was also stressed in its statement for 1955, 

2 ** One of the fundamental factors in trade union tactics is that good economic 
conditions with high and stable employment ought to and will be used to raise 
wages ’’. Stability in the price level must not, however, be endangered. It ‘ seemed ’ 
that in most branches of the economy adjustments in the wage level would be possible 
pepe ae justifying demands for higher prices. See LO Verksamhetsberiittelse, 
1946, p. 35. 

3 Part of the explanation for this was the good profit statements published for 
1946. The Economic Research Institute pointed out, Meddelanden fran konjunktur- 
institutet, Serie A:15, p. 23, that this did not signify that there was scope for wage 
increases for 1948. Increased salary scales for civil servants in 1947 also encouraged 
wage claims from other groups for 1948. 

‘ This was a topical issue because of a report by an LO committee on women’s 
work and wages in December, 1945. See Kvinnolénefrigan, aktuella fragor, no. 8, 
LO, 1946. A definition of ‘* badly paid” given in 1950 was in terms of “ the con- 
ditions and nature of work ”. 
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Thus some scope was left for union-level bargaining.! The next 
centrally negotiated agreement was for 1956, after a lull of three years 
in which new experience was gained of the difficulties of relying on 
general recommendations to the unions when the profitability of sectors 
and the structure of agreements made it possible to obtain both official 
and unofficial increases in wages. 

For 1953 and 1954 there were moderate wage demands. For 1953 
LO recommended the unions not to put forward demands for general 
wage increases, SAF refused to have anything to do with an index 
agreement, and tried to force wage cuts in certain industries. The 
engineering industry set the pattern for most agreements through 
prolongation for the year, but negotiations proved difficult in some 
sectors, and there was a mixed strike-lockout in the foodstuffs industry 
for five weeks before agreement was reached. LO made no specific 
recommendations for 1954, but hoped for higher real wages via price 
falls. For 1955 wage demands by both LO and TCO groups were badly 
out of alignment with the restrained policy and “limited scope” 
recommendations of LO, and the somewhat more aggressive recom- 
mendations of TCO,? and there was an imminent threat of a lockout 
on a wide front by SAF. Total increases of 8-10 per cent. were obtained 
throughout the year, 5-6 per cent. by agreement. Salaried employees 
obtained somewhat more. The 1955 experience produced a reaction 
for 1956, when once more general recommendations were abandoned, 
and a central agreement was arrived at by SAF, LO, and TCO after 
prolonged negotiations and resort to a mediation commission. SAF 
initiated this approach by inviting LO and TCO for discussions in 
June, 1955, and later LO and TCO had discussions with the government 
on economic policy, e.g., with regard to the agricultural deficit. The 
main factors behind the approach for 1956 were (a) the failure of the 

1 It was SAF which insisted on co-ordinating wage bargaining in one general 
agreement as a condition for meeting LO’s request for a cost of living clause to 
protect real wages against price rises. Each had difficulties in getting groups to toe 
the line, LO with the booming paper and pulp industries, and SAF with depressed 
textiles. LO argued here that it had not the constitutional powers to arrive at an 
agreement on general increases which deprived unions of the right to seek compensa- 
tion for lagging. 

2 See LO Verksamhetsberdttelse, 1954, p. 4 for the statement by the representative 
council on 22/9/54. ‘“* The representative council considers that economic developments 
will permit a limited improvement in the standard of wage earners for 1955 as well, 
and that this improvement should be possible without a general rise in prices, because 
of the continued improvement in efficiency in the economy. It is important that 
particular attention should be paid to women’s wages in the coming wage round.” 
TCO pronounced that ‘‘ an improvement in the salaries of white collar workers is 
called for, and that economic conditions for this exist. The salaried employee 
group demands its share of the improved production results through its wages being 
brought into line with the general trend of the economy. This has not been the 
case in recent years, but a palpable lagging—due primarily to the more rigid pay 
system—has emerged for salaried groups, among whom some have not even been 
compensated for the slight increase in the cost of living. A greater advance is 
desirable in sectors where salaried employees’ wages are unsatisfactory in relation to 
other sectors, or where lagging has been particularly large. This applies also to 
women’s wages, to which special attention must be paid.”” TCO Styrelsens och 
revisorernas berdttelser, 1954, p. 34. 
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unions to heed restraint for 1955, and (b) the development of relative 
wages in 1955, which had in fact eliminated some of the most keenly 
felt inequities in relative wages and improved the prospects for a 
uniform approach for 1956. 

The centrally negotiated agreement recommended that average hourly 
and piecework earnings should be raised by 3.7 per cent. or by 16 Gre 
per hour, whichever was the greater. This “ broken line” approach 
catered for LO’s principle of wages solidarity, the flat rate increase of 
16 6re applying in fact to all groups of female workers. For TCO 
groups salaries were increased by 4 per cent. The LO unions were left 
some initiative in being allowed to discuss exactly how the increases 
should be allocated in their particular agreements. There was thus 
no guarantee that every individual would in fact obtain the increases 
stipulated. The main features of this agreement were that TCO 
participated directly in the bargaining for the first time (and so far the 
only time), and that the central agreement set the target indirectly for 
all other groups of employers and employees, whether in private or 
public service, through the three top organisations agreeing to work 
for the adoption of these principles elsewhere. 

Both the 1952 and 1956 co-ordinated central agreements were felt 
at the time to be exceptional, and unlikely to be repeated. SAF dislikes 
increases “ all along the line ” because profitability differs in different 
sectors of the economy. TCO opposes any rigid approach, and objects 
to the feature that wages drifting, which is less prevalent among salaried 
employees than manual workers, closes salary-wage differentials during 
the course of agreements to the disadvantage of the salaried workers. 
TCO also prefers percentage increases, since salary differentials for 
civil servants are now based on percentage differences. LO has also 
taken the view that central co-ordination deprives the individual unions 
of desirable freedom of action. 

Though it is too early to judge how permanent a change has occurred 
in LO and SAF attitudes it seems that the centrally co-ordinated 
agreement arrived at for 1957 and 1958 suggests a new departure 
in wage bargaining, in which co-ordination is looked on as a desirable 
and promising, not an emergency, approach. Again it was SAF which 
asked LO for central negotiations, and the central agreement reached 
after long negotiation, but without calling in mediators, was preceded 

1 After the 1952 agreement Axel Strand, the LO president, stated that ‘* LO did 
not aim at such a high degree of centralisation in wage-fixing for the future. The 
1952 negotiations did not lend support to the idea of continuing along the same lines, 
not simply because of the experience gained from negotiating with the employers, 
but because the negotiations within the union delegations should have made it clear 
that the movement was not constructed and was not ripe for negotiations of this 
kind.” The structure of agreements, and the variation in conditions between sectors, 
also argued against such an approach. He also doubted whether a free, and more 
differentiated wage round would have been more costly. See Aftontidningen, 
22nd February, 1952. On the 1956 agreement the LO secretariat stated that in future 


co-ordination greater flexibility should be sought, which would give greater freedom 


of manceuvre to the individual unions. See Utlatanden dver motioner, LO confer- 
ence, 1956, p. 31. 


RRNA «a Sins 


naga 


toe Rona cored ghaitalg hs eal BX 


1958] WAGES POLICY IN SWEDEN 223 


by unsuccessful attempts to bargain at the union level. The content 
for 1957 was that a certain amount was “ put at the disposal of the 
parties ’’ so that average earnings could be increased by 2 per cent. or 
10 Gre per hour, the exact division being left to union-level bargaining. 
Larger increases were to be allowed for isolated low-wage groups, 
which were not specified. For 1958 there was to be a reduction in 
the hours of work from 48 to 47 (in anticipation of a Riksdag decision 
made in the spring of 1957 to bring about a successive reduction in 
working hours to 45 per week by 1960), and the loss of income for the 
shorter hours was to be slightly more than compensated by a 2 per 
cent. rise in piecework earnings and 3.5 per cent. increases for workers 
paid per unit of time. Again, the parties were free to allocate this 
average increase by collective bargaining and negotiation. A cost-of- 
living reopening clause was also included. 
There are several significant features of this two-year agreement. 


(1). It was agreed at the LO conference in 1956 that wages policy 
would have to be practised in more standardised forms.1 There was 
a noticeable tightening of control by LO in that, although the repre- 
sentative council statement of November, 1956, was still vague,” it was 
emphasised that the secretariat was to ensure that the recommendations 
were to be followed. More significant, the Wages Policy Council 
convened a meeting of union presidents on 16th November, and an 
agreed target of 5 per cent. was reached for claims to be submitted. 
Again, the central agreement left the unions some discretion in allocat- 
ing the agreed increases. LO is still reluctant to dictate. 


(2) TCO was not included in the agreement. In 1956 the problem 
of combining the Gre and percentage line, and wages drifting, had 
made TCO co-operation unlikely in the near future. 


(3) Prior to the central wage negotiations an agreement (giving 7 per 
cent. rises) was reached in December, 1956, for civil servants, followed 
by one for municipal employees, which aimed at restoring differentials 
over manual workers, which had deteriorated because of wages drifting. 
(Similar compensation for lagging during the wage stabilisation period 
was gained in the autumn of 1950.) Further rises similar to those of 
the private sector were obtained after the SAF-LO agreement, and 
TCO is insisting that before the end of 1958 a similar restoration of 
parity will be conceded to compensate for wages drifting in manual 


1 It is difficult to say what significance ought to be placed on the shift in the LO . 
presidency in 1956, when Arne Geijer succeeded Axel Strand. Geijer argued (LO 
kongressprotokoll, 1956, p. 163) that there was now greater acceptance of co-ordina- 
tion among the unions, and that wages policy would now have to be pursued along 
more uniform lines. In a policy speech after his election as president, Geijer said 
(op. cit., pp. 502 et seq.) that co-ordination could not be precisely defined, but must 
take the form the circumstances at any one time required. He emphasised the 
importance of retaining the freedom of the labour market. But this involved a share 
of responsibility for the trend of the economy. 

2 No general increases, but priority for low groups who had had unfavourable 
wage developments, particularly women, were recommended, 
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collective agreements. This, too, will tighten up the relative wage 
and salary structure. 

(4) Even within the private sector the problem of wages drifting 
becomes urgent when an agreement is reached for more than one year. 
Wages drifting has been explicitly recognised in the provision for 
1958 that workers paid by time obtain 3.5 per cent., while workers 
paid by results get only 2 per cent., on the assumption that they will be 
able to push up their rates without the agreement. This is the first 
attempt to allow in advance for the distorting effect on the wages 
structure of wages drifting. In previous years LO had sometimes 
simply suggested that contractual rates should be adjusted towards 
“the rates being paid in practice ”’.1 


IV 


Some detailed comment is warranted on this experience, which 
has reflected a flexible, trial and error, perhaps even a fumbling, 
approach to wage determination in full employment. 

(1) The general movement of wages in the post-war period must be 
considered satisfactory by the unions. The biggest nominal increases 
have been obtained post-1950, but the cost of living has also risen 
faster since then. The biggest real increases were obtained in 1952, and 
in 1955. Apart from the co-ordinated agreement for 1952, which 
produced a favourable result because of boom conditions in 1951, 
there is no evidence that co-ordination gives greater or less increases 


TABLE 1 
INDEX OF AVERAGE HOURLY EARNINGS IN INDUSTRY 

1949=100 

Money Wages Consumer Real Wages 
rice 
Men Women Index Men Women 

1939 51 45 66 77 68 
1946 78 T4 91 86 81 
1947 89 87 94 95 93 
1948 97 96 98 99 98 
1949 100 100 100 100 100 
1950 104 103 101 103 102 
1951 126 124 117 108 106 
1952 150 147 126 119 117 
1953 157 153 128 123 120 
1954 164 159 129 127 123 
1955 177 173 133 133 130 
1956 192 188 139 138 135 


Source: Social Board Statistics. 


* Even at the 1956 conference LO stated that it could do no more than recommend 
here, since this was a matter for the unions. See Utlatanden éver motioner, p. 35. 


; 
; 
; 
: 
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than free wage rounds. 1955 was a “free” year. Although wage 
restraint between 1948 and 1950 produced small increases in real and 
money wages, much of the loss through restraint was recouped in the 
rounds of 1951 and 1952. Salaried employees have had roughly 
comparable increases. 


(2) The wages structure, in terms of LO’s solidarity goals, gives 
less cause for satisfaction. Some progress was made in the immediate 
post-war years in narrowing sex differentials, inter-industry differentials, 
and the industry-agriculture differential, but women’s and agricultural 
workers’ wages have not since 1950 maintained their relative improve- 
ment.1 LO indeed was extremely gloomy on this subject at the 1956 
conference. The reasons for the failure to narrow differentials in the 
interests of solidarity are worth examining. LO ascribes the early 
post-war success to the general boom and excess demand conditions 
prevailing in the economy, but points out that solidarity has recently 
had to contend with wide differences in profitability between sectors, 
where export and heavy goods industries have been more profitable 
than home and consumer goods industries. This in fact is an ‘auld 
sang’, for the whole pre-war wages policy debate focused on the 
intricate problems of conducting wages policy on lines other than 
capacity to pay. This is the first reason for the failure of solidarity. 
LO argues that solidarity is only possible if there is a stable economy.? 
But can this seriously be expected? Can every sector of an open 
economy be stabilised at one and the same time? And, even if this 
were possible, would it then be possible to maintain a dynamic and 
buoyant rate of growth in the economy? It is open to doubt whether 
wages solidarity can be successful for economic reasons. Where 
profitability does differ, it is not possible to hold unions and employers 
in line by moral pronouncements or appeals to bye-laws, or by stressing 
(as LO does) the importance of measures designed to promote labour 
mobility. Wages drifting enters here as a mirror of market forces, 
which equates demand and supply for different grades of labour 
at a market price above that agreed by central or industrial 
agreements. 


1 See R. Meidner, ““Léneutveckling och l6nepolitik”’, in Fackfoéreningsrérelsen, 1955, 
no. 23, p. 516. “* It is no exaggeration to state that the task of establishing just and 
reasonable relative wages between different groups is still in the main unresolved.” 
This is not considered a reason for abandoning this policy, since (a) at best, solidarity 
has prevented even greater differentials than existed at the beginning of the war; 
(b) it has been hampered by the lack of balance in the economy as a whole, by “‘ strong 
economic forces without the sphere of influence of the central trade union organisa- 
tions”. (See LO Utlatanden éver motioner, 1956, p. 30.) 

2 Loc. cit., “* Economic stability is a prerequisite of a rational trade union wage 
policy, and LO has also appealed to the government on various occasions for firm 
measures to achieve this stability. If society does not succeed in its task of ensuring 
a tranquil rate of economic development with moderate profits and equilibrium 
in the labour market, the trade unions face formidable difficulties in carrying on 
their wages policy of solidarity successfully” (my translation). A similar attitude 
is taken in Fackf6reningsrérelsen och den fulla sysselsattningen, 1951, p. 147, and in 
the English edition, Trade Unions and Full Employment, pp. 90-91. 
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(3) Wage drifting has been defined! as the difference between the 
actual increase in average earnings and the increase which it was con- 
sidered would follow from an agreement when it was drawn up. The 
amount of wage drifting has varied in the post-war years, averaging 
about 3-4 per cent. per annum (a residual figure). It has been large 
even when large contractual wage increases were obtained, e.g., in 
1947, 1951, 1952, and has been least, not when wages stabilisation or 
co-ordination was attempted, but in periods of difficult economic con- 
ditions, e.g., 1953 and 1954. Wage drifting represents the triumph of 
sectional bargaining and capacity to pay over co-ordinated solidarity 
and a social approach to wage determination. In some measure it is 
the factor which brings demand and supply of labour into equilibrium 
in sectors where the structure of agreements makes this possible. 
Where it is not possible, adjustment for the lagging is obtained by 
other groups in the next wage round, and it sets a floor to what these 
groups are prepared to accept. Solidarity is made enormously difficult 
for economic and also for technical reasons, e.g., whether hourly rates 
are standard or minimum, incentive schemes, employment on salary 
plan and collective agreement in the same union, similar tasks being 
performed in government service on salary scales and in private employ- 
ment by collective agreement. There has been little or no discussion 
in Sweden of how to overcome such technical difficulties as the pros 
and cons of incentive payment schemes as an “incentive”’ to wage 
drifting. Even the SAF-LO report on wages drifting does not seriously 
discuss the problems that are raised by different types of agreement 
between and within different sectors.2 Reform of long-standing 


1 The definition, and the components of wages drifting mentioned, are given by 
Mr. B. Kugelberg, the director of SAF, in Nationalekonomiska foreningens forhand- 
lingar, 1955, p. 116. A similar definition occurs in Trade Unions and Full Employment, 
p. 50, footnote 1. Some of the components are (a) errors in estimating the result 
of an agreement; (5) small improvements in production which improve earnings 
prospects for individual workers without piecework price lists being changed; (c) 
deliberate upward revision of rates in setting new piecework prices; (d) structural 
changes in production whereby workers move to tasks that are already better paid 
(e.g., the influx of workers from agriculture to industry); (e) ‘“* black market” 
extra payments, i.e., higher rates that are not the consequence of a change in work 
or in efficiency of work; (f) increased effort by the worker. Thus, some of the 
forms of wage drifting are earnings increases that result from better performance 
on the part of the workers, which may be envisaged in the agreement and permitted 
by the structure of the agreement. The distinction between standard and minimum 
wage agreements assumes that earnings will be aboye the minima in the latter type 
of agreement. It is, however, wage increases over and above these “‘ legitimate ” 
forms which are so difficult to distinguish. Wage drifting is not confined to incentive 
payment systems, nor does it occur only among manual workers. Salaried employees 
in private industry may enjoy it, and Naslund argues that it is also found among 
civil servants in the form of revision of work tasks. See Naslund, “‘ Tjinstemannens 
léneglidning,” in TCO-tidningen, 9, 1957, p. 4. For further data on wage drifting, see: 
Hansen and Rehn, “On Wage-Drift’’, in 25 Economic Essays in Honour of Erik 
Lindahl, Stockholm, 1956; Loneglidning, SAF-LO, Stockholm, 1957. This last 
includes in the concept of wages drifting the whole bundle of different kinds of wage 
changes which can arise apart from those determined by agreement. 

* Motion 15, LO conference 1956, suggested the whole system of agreements 
should be investigated. This was rejected. The president, Axel Strand, commented 
(Kongress protokoll, 1956, p. 6) that “‘ the incentive payments system is justified by 
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agreement structures would be an enormous task, but it must at least 
be faced as one part of the problem. 


(4) The central recommendations of LO have often been too vague 
(inevitably, and/or deliberately ?) The precise meaning of “ equity ”’, 
“lagging”, “ groups with unfortunate experience in recent years ”’, 
“restraint”, “ priority”’, are liable to wide misinterpretation. The 
tighter co-ordination of claims by the Wages Policy Council at the 
end of 1956 suggests this is now being tackled. LO has been slow to 
develop any precise criteria. Job classification and evaluation of the 
Dutch type have been dismissed as too grandiose and inflexible, yet the 
criteria which have emerged, nature of work, requirements of job, cry 
out for the use of more “ scientific ”’ standards. In this respect the 
Wages Policy Council will have to use some such criteria (as well as the 
better wage statistics it is trying to develop) if it is to do the job expected 
of it in co-ordinating claims. 


(5) The role of the public sector is becoming increasingly important. 
As TCO becomes stronger and SACO persists in being militant the 
system will become tighter if, as at the end of 1956, the civil servants 
are able to win compensation for the absence of wage drifting in their 
sector. TCO has greater numerical growth potential than LO, and 
for several years now it has been urging its unions to accumulate strike 
reserve funds. If the trumpet sounds, who will answer the call to 
battle ? 


(6) The social policy aspect of wages solidarity, which was looked 
on as indispensable in the 1930s, has been neglected,! and much more 
emphasis has been placed in fact on the wage negotiation aspects. 
Greater emphasis on a differentiated social policy to supplement wages 
policy would accord with LO’s differential profits squeeze ideas. The 
possibility of a national minimum wage, which LO supported for 
agricultural workers in the 1930s, should also be looked at once more 
if it is felt that a social minimum wage is necessary. 

The dilemma of wages policy at the moment is that solidarity appeals 
to groups which do not have an opportunity to obtain increases from 
the profitability of their own industries—and it is then called objective 
wages policy—but solidarity is rendered nugatory by wages drifting. 


the stimulus to more efficient input of effort which makes it possible to obtain a 
better income. The demand for uniformity of wages between employees with fixed 
wages and those on incentive payment systems is really not reconcilable with our 
view that incentive payments should make higher earnings possible through better 
performance”. This poses a dilemma within LO, and between LO and, e.g. TCO, 
when wages drifting via incentive systems becomes a red rag to groups not making 
(as the implication of Strand’s statement suggests) such great efforts as those being 
paid by results. 

1 Some recognition of its importance is once more apparent, however, in speeches 
by Arne Geijer (p. 164) and Torvald Karlbom (p. 167) at the 1956 conference. 
Karlbom argued that ‘“‘ we must take account of common interests and try to 
co-ordinate our wages policy, and then, in conjunction with the political wing of the 
labour movement, try to achieve what we cannot obtain solely by means of wages 
policy ”’. 


228 ECONOMICA [AUGUST 


It is curious and paradoxical that a homogeneous trade union movement 
like the Swedish should seriously fear that the only alternative to 
solidarity and co-ordination must be a split in the movement between 
those of high and low degree. If a national minimum wage were 
accepted, and social policy were truly differentiated, then the trade 
union movement could in fact afford to abandon its wages policy of 
solidarity. There is little risk of the Swedish trade union movement 
disintegrating because of lack of solidarity, and indeed the emphasis 
placed on solidarity probably does more to encourage envy of relative 
wage positions than existed before the wages policy of solidarity was 
mooted. Yet the conclusion LO drew in 1956 was that it must press 
on with solidarity, at the same time making it clear that a firm govern- 
ment economic policy of stabilisation was a necessary prerequisite. 

In fact, solidarity is now a misnomer. The meaning has changed 
entirely.t Perhaps the first generally accepted signs of change are to 
be seen in the 1956 discussions of wages issues, where “‘ co-ordination ”’ 
replaced solidarity as the keyword. At the 1951 conference many 
speakers had taken solidarity to mean simply “ holding back groups 
that could have got more”. In 1956 the essential approach set out 
for future wages policy is a more uniform point of view (whatever that 
may mean), a longer-term approach, co-ordination (which need not 
mean solidarity or centralised negotiations), greater attention at a 
macro-economic level to the claims of consumption and investment on 
resources, and greater flexibility and differentiation. Different 
approaches should be tried. Curiously, however, the moral persuasion 
aspect persists that there should be co-operation between unions, and 
between LO and unions, and greater understanding of common interests, 
although LO has itself argued that unions will maximise incomes if 
they have half a chance.? 

Both in 1951 and 1956 LO argued that its formal powers were 
adequate. Wages policy should be based on voluntary co-operation 


1 See Meidner, in Fackféreningsrérelsen, 1957, no. 7, p. 128. ‘* The goal of the 
wages policy of solidarity is a rational wages structure where the reward for labour 
is reasonable in relation to the nature of the work, the necessary qualifications, the 
conditions of work, and other circumstances. ‘ Rigid Gre and percentage increments ’ 
are in the long run an obstacle to the attainment of this goal. . . . This differentiation 
is not the same as that which would be justified by differing capacities to pay.” 
Clearly, solidarity in terms of nature of work, qualifications, etc. may differ vastly 
from solidarity as originally conceived in terms of a just wage. The point is that 
LO may grasp this subtle change in the meaning of solidarity (see Wages Policy under 
Full Employment (ed. Turvey), p. 44, for the change in definition), but it is an un- 
fortunate word still to be using as a wages policy objective. The other aspect of 
solidarity now being stressed is an economic, not a social one, namely that pressure 
of wage costs on inefficient firms and industries through advances of wages will 
stimulate rationalisation and a flexible industrial structure. This too requires long- 
term and planned criteria, which belong more in the realm of overall economic 
policy of government. But an economic criterion is (a) more acceptable to employers 
as a wage bargaining device than social justice; while (6) the emphasis being placed 
on flexibility in the economy makes it more than ever necessary for solidarity to 
be clearly defined, or abandoned in favour of “‘ co-ordination ”’, which has less emotive 
content. 

2 See Fackforeningsrérelsen och den fulla sysselsdttningen, p. 143, and Utlatanden 
dver motioner, 1956, p. 32. 
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of unions, which would be guided by the Wages Policy Council, and 
on their understanding of the common interests of the trade union 
movement. The dilemma is again clear here. Too much formal 
central control is distasteful to “ democratic’ trade unionism, though 
this issue was formally resolved in favour of “‘ representative demo- 
cracy”” by the 1941 constitutional debate. Too much rigidity is also 
bad for the reputation of LO and the unions, since the actual bargaining 
is then shifted to the local level, and LO and the unions appear as 
obstacles to wage increases which employers are willing to concede, 
rather than as agents bargaining on behalf of the workers. The central 
agreements have therefore tried to allow some limited freedom for 
union bargaining, but when wage rounds have been free there has 
been a chaotic scramble, and the government (e.g., in 1948, 1952, 1955) 
has had to take corrective economic policy measures. 


Vv 


Some conclusions may be suggested. 

(1) Wages policy is still a matter for pragmatic experimentation from 
one agreement to the next, but a recent tendency has developed for the 
central guiding lines to be drawn more precisely in an attempt to put 
limits on the exuberance of the individual unions and employers. 

(2) Wages drifting remains crucial as a force which can insidiously 
undermine this policy, even if attempts are made to allow for it ex ante 
(as in the current agreement), and a force which produces tremendous 
internal pressure between LO groups, and from the side of TCO and 
the civil service. 

(3) Wage claims cannot be precisely co-cordinated by the use of 
half-hearted recommendations by a trade union governing body. 

(4) Constitutional powers of central union and employer associa- 
tions are not in themselves sufficient to solve the dilemmas of full 
employment bargaining. 

(5) The precise criteria of solidarity as the wage policy goal of LO 
have been ill-defined, and have not so far helped greatly to reform 


- the wage structure in the manner intended. 


(6) The whole experience of wages policy under full employment 
in Sweden has taken as a datum the voluntary principle in industrial 
relations. Compulsory arbitration of interest disputes has been opposed. 
The post-war experience of the voluntary principle illustrates vividly 
that the price for retaining it is constant endeavour to keep the govern- 
ment out by evolving new forms for wage negotiation as the occasion 


demands. 
University of Edinburgh. 
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Bank of England Branch Discounting, 1826-59? 
By R. O. ROBERTS 


In May 1826 the Government placed beyond doubt the right of 
the Bank of England to set up provincial branches, and it pressed for 
their immediate establishment. The Bank quickly complied and 
created ‘‘ Branch Banks ”’ which shared with Threadneedle Street the 
aim of ‘‘ monopolising to themselves the circulation of the country ”’.” 
This object was largely to be furthered by the Branches through paying 
out their own notes for bills discounted with them. The following 
account of such discounting is largely based on the records of the 
Branch Bank at Swansea, where the nature of the operations, though 
not their magnitude, seems to have been fairly typical. 

It has been suggested that the Branches were established not in the 
places most in need of financial rehabilitation but in those offering 
the best opportunities of making profits and combating the newly- 
legalised joint-stock banks. The detailed story of the setting up of 
the Branch Bank at Swansea,* however, shows the Bank of England as 
seeking to further both the good of society and that of its shareholders, 
by choosing to serve the community in a place where the promise of 
profit was great.> In the region of this new Branch Bank—to be precise, 
in the “ district” of the banks of Wilkins & Co. in Brecon and 
Merthyr—‘ very few” Bank of England notes circulated before 
1826.® 

A discount account at a Branch was allowed only after Threadneedle 
Street had investigated thoroughly the credit-worthiness of the proposed 
discounter’?—and the Branch Bank Letter Books are, therefore, a 


1 Cordial thanks are given to the Trustees of the Houblon-Norman Fund and 
to the University College of Swansea for financial assistance, to the Governor and 
Company of the Bank of England for granting access to their Court and Letter 
Books, to the staff of the Bank for their kindness, and, to Professor E. Victor Morgan 
for his comments. 

. pies in J. H. Clapham, The Bank of England (Cambridge, 1944), Vol. II, 
p. 114. 

3 The Times, 26 September, 1826, p> 3, col. 3; The Cambrian, 5 August, 1826; 
L. H. Grindon, Manchester Banks and Bankers (Manchester, 2nd edition, 1878), 
p. 223; J. H. Clapham, /oc. cit. and Economic History of Modern Britain (Cambridge, 
1950), Vol. I, p. 276. 

‘ It was opened in October, 1826. 

5 Cf. R. O. Roberts, “‘ Financial Crisis and the Swansea Branch Bank of England, 
1826”, The National Library of Wales Journal, forthcoming. 

® The evidence of J. Parry Wilkins to the re fas: on the Charter... of 
the Bank of England (B.P.P. 1831-2, VD, Q.16 

7 E.g. Bank of England Letter Book II Tinie Swaaeee ease * LBL 
(L.-S.) ”—9 September, 1833; parcel of ‘‘ Swansea Branch Up-Mems 1832-1839 ”— 
hereinafter “ S.-L. Parcel "—6 May, 1833. 
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useful source of entrepreneurial history. L. W. Dillwyn, who had done 
much to bring the Branch to Swansea, was refused an account, despite 
his “ high Credit ’’, because he was not “ actually engaged in-Trade ”’!; 
and where a discount account was granted to a trader it was given an 
upper limit. During its early years the Branch Bank allowed a 
number of discount accounts, with limits up to £20,000, for iron and 
copper firms. 

A discount account could be granted to an agent acting on behalf of 
a firm, upon the guarantee of the latter, as in the case of John Borlase 
Jenkins acting at Swansea for Pascoe Grenfell & Co., the copper 
smelters.2 The agents of the Branch Banks, however, were continually 
enjoined to be cautious in their review of lists of discounters and, 
following the insolvency of Messrs. Hindes & Derham at Leeds, they 
were to watch especially those who had additional discount accounts 
at other banks.* 

Discount accounts “for circulation’ at specially favourable rates 
were granted from 1830 onwards to such banks as gave up issuing their 
own and other country bank notes and agreed not to re-issue bills.® 
These facilities were extended to a number of banks in the Manchester 
and Liverpool area which, as is well known, did not issue their own 
notes. Such “ Circulation Accounts’? were sometimes confusingly 
known as “‘ Loan Accounts ”’? and the accommodation granted through 
them was secured by the deposit of title deeds of property and, if it were 
considered necessary, by a legal mortgage. Discounted bills or bonds 
also “‘ might be taken .. . as Collateral Security, and the amount 
as received . . . become immediately at their disposal, other bills of 
equal value . . . being deposited with you in their stead’’.® One 
bank could provide a guarantee for another, as Cocks, Biddulph and 
Biddulph of Charing Cross did for their “ friends ”’ Biddulph Brothers 
and Co. of Carmarthen.!° A banker satisfying the conditions could 
have a discount account with a fixed amount at a relatively low rate 
(e.g., 3 per cent. in 1835) if he did not fall below the fixed maximum by 
more than 12 to 15 per cent.—a range “‘ found quite sufficient’ to 


1 L.B.I. (L.-S.), 28 December, 1826. 

2 L.B.I and II (L.-S.); e.g. L.B.I (LzS.); 26 October, 1826, and L.B.II (L.-S.), 
16 July, 1836. 

3 L.B.II (L.-S.), 8 May, 1832. 

4 Court Books Gb, p. 359, Lb, p. 348. 

5 Cf. Clapham, The Bank of England, Vol. Ul, p. 140; W. T. C. King, History 
of the London Discount Market (London, 1936), pp. tee E | Coppieless. English 
Bank Note Circulation, 1694-1954 (The Hague, 1955), : S. Pressnell, 
Country Banking in the ‘Industrial Revolution (Oxford, 1936), p. tho: me B.II (L.-S. N 
5 November, 1831. 

® Cf. King, op. cit., P. 58; S. G. Checkland, ‘‘ The Lancashire Bill System and its 
Liverpool Protagonists,” Economica, May 1954, p. 141; The Three Banks Review, 
September 1952, pp. 48-49. 

7 B.g, L.B.I (L: —S.), 10 February, 1834; Cf. King, op. cit. p. 56. 

8 Court Book Gb, pp. 121, 145 (July-August, 1835); L.B. iN (L. —S.), 17 February, 
1830, 5 November, 1831, 17 January, 1833. 

* LB (L.-S.), 17 February, 1830. 

10 Court Book Gb, 23 July, 1835. 
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allow for fluctuations of business. Or the amount of discounts could 
remain “open” and the banker “‘ would pay the current market rate 
as fixed by the Bank, and on an average of years does not much exceed 
3 per cent”. At least one bank, Biddulph Brothers & Co., agreed not 
to discount elsewhere while the amount under discount at the Swansea 
Branch was below their maximum—which was £46,000. 

Bills, whether presented by traders or bankers, were closely scrutinised 
by the Branch before discounting,” but it was found difficult to obtain 
“sound information in Swansea ”’ about discounters,* and the exact 
nature of the bills sometimes eluded the staff of the Branch, “ even 
with the extended means of information which you have so judiciously 
obtained ”’.4 

Bills drawn by the customer of a Branch were favoured less than 
those, drawn by someone else, which had come into his possession in 
the normal course of trade.> It was stated in 1828 that “it certainly 
never was contemplated to discount bills drawn” by customers, 
whereas negotiable bills coming into the hands of “‘ CountryGentlemen 
and others receiving rents’ would be discounted in order “ to check 
in a limited degree their circulation as money”.® If a customer 
regularly pressed upon the Branch his own drafts “‘ and never offers 
business bills, not drawn by himself, it may without hesitation be assumed 
that he is leaning on the bank for capital’; and such an account 
should be judiciously reduced.’ 

It was a “fundamental Rule” of the Bank that each bill should 
have “‘ two distinct securities independently of our Discounter ”’.§ The 
standing of the drawee and the other acceptor(s) was of course carefully 
investigated®; and bills drawn by one branch of a firm upon another 
were rarely accepted. A number of such bills were refused in 1827 
and 1828 since they clearly represented attempts to obtain additional 
capital.1° 

The bills of a corporation were not discounted if there was uncertainty 
about the authority of the person accepting them.!! Bills accepted 
outside Britain were not welcomed in the early years of the Branch, 
and if possible bills should be payable at banks.12 The endorsements 


1 §.-L. Parcel, 9 June, 1835; L.B.II (L.S.), 10 June, 1835. Cf. Court Book Gb, 
p. 145; W. T. C. King, op. cit., p. 56. 
. W. T. C. King, op. cit., p. 52; S. G. Checkland, art. cit., pp. 137-8. 
‘BI (S.-L.), 7 August, 1841. 
.B.II (L.-S.), 11 October, 1831. 
f. W. T. C. King, op. cit., p. 51. 
1 (L.-S.), 2 October, (308, 
Al (L.-S.), p. 187 (February 1833). 
I (L.-S.), 2 October and 15 November, 1828. 
. ibid., 24 December, 1828; L.B.III (L.-S.), 25 June, 1838. 

0 DBI (Gb7 S$); pp. 54-70. Cf. ibid., 8 and 26 March, 1827; L.B.II (L.-S.), 18 
February, 1830, 2 May and 26 October, 1831, 10 February, 1832, 9 May, 1833; 
A. H. John, The Industrial Development of South Wales (Cardiff, 1950), pp. 50-S1. 

11 L.B.I (L.-S.), 7 December, 1826. Cf. L.B.I (S.-L.), 12 and 14 August, 1841; 
L.B.IU (L.-S.), 28 October and 1 November, 1847. 

12 LB. (L.-S.), 12 February, 1827; cf. L.B.IIf (L.-S.), 3 October, 1836. In 
1852, however, the Directors of the Bank resolved, “* That the Governors be requested 
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on “indirect bills’ had to be well examined, and renewed bills were 
discouraged.! 

“* Accommodation bills’ were frowned upon by the Branch Banks 
Committee in 1826, and it was explained in 1829 that discounts granted 
by the Branch Bank were “ presumed to be occasional accommoda- 
tions ’.2. To be eligible for discount at the Branch, bills should be 
the result of “bona fide transactions” and should “ really represent 
the Trade of the district’. These sentiments and, indeed, the 
terminology echoed the earlier theories (though not the practice) of 
Liverpool merchants. 

Banks such as Wilkins’s of Brecon habitually advanced on good iron 
trade bills ‘“‘ even six months after date”’, but the bills discounted at 
the Branch Banks were normally of the “three-month variety, which 
the Bank had allowed since 1822.5 In 1830, however, it was conceded 
that advances might “with due discretion”? be made to the much- 
favoured firm of Vivian & Sons upon bills of four or six months’ 
usance.® 

The Swansea Branch Bank agent wrote in 1842 that in his locality 
“the Colliers do a considerable Business but the great one of the 
place is smelting copper, imported and paid for by Bills on London ’’.” 
Much of the discount business which the Branch Bank transacted was 
undertaken for the copper smelting firms, but the Branch handled only 
a small proportion of their bills. No evidence has been found that 
paper representing purchases of ore by the copper firms was discounted 
at Swansea. As for the finished metal, it was ‘“‘ shipped to London, 
Liverpool, Bristol, etc., and then sold chiefly on credit ’—and largely, 
though not wholly, for six-month bills. It was believed that the 
smelting firms discounted such bills “‘ in the cheapest market, occasion- 
ally to a large extent”’: Vivian & Sons, for example, divided their 
discount transactions between London and Liverpool; and their 
desire, in 1836, to confine their discounts to the Swansea Branch did 
not bear much fruit.§ Indeed, like other copper smelters, Vivian & 


” 


to select a House with whom they may make arrangements for negotiating, under 
the Guarantee of the Bank, Bills drawn by the customers of the Branch Banks on 
Foreign Houses ”’ (Court Book Yb, 5 February, 1852). 

1 L.B.I (L.-S.), 26 February, 1827; L.B.If (L.-S.), 6 March, 1833 and 10 February, 
1834; L.B.II (L.-S.), 22 February, 1837. 

2 Court Book Xa, 15 June, 1826; L.B.I (L.—S.), 20 January, 1829. It was added 
that ‘‘ Discounts are effected by the Bank not to enable manufacturers to hold 
but to dispose of their goods—to give facilities to actual traders and not to encourage 
the increase of manufacturers which the present state of the market evidently proves 
to be unnecessary ”’ (ibid., 29 January, 1829). 

3 L.B.II, (L.—S.), 22 February, 1837, 25 June, 1838. 

«Cf S. G. Checkland, art. cit., pp. 134-9. 

» Evidence of J. Parry Wilkins, loc. cit., Q. 1718, 1804; W. T. C. King, op. cit., p. 35. 

®° L.B.II (L.-S.), 18 February, 1830. 7 L.B.II (S.-L.), 3 November, 1842. 

8 L.B.I (L.-S.), 12 December, 1831; S.—L. Parcel, 12 July, 1836; L.B.II (S.-L.), 
3 November, 1842; L.B. Il (L. — Wy ere November, ihgsye & ce B.IV (S.L.), 
22 October, 1853; Bank of England General L.B.XL, 9 October, 1851, 
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Sons used the Branch Bank mainly for making wage, duty, freight 
and other current payments on behalf of their works near 
Swansea. 

Various other types of bills were discounted at the Branch Bank. 
Those of the coal trade were for sales of coal to copper works,” and, 
sometimes with ironstone, to iron works.* There were bills for iron 
supplied to tinplate manufacturers,* but usually the iron trade’s bills, 
arising from the sale of the metal,® were six-month bills and thus eligible 
for discount. Arrangements were made at the Branch Bank in 1855 
for discounting bills arising from deliveries of ores to the Landore 
silver works.® Bills, payable at such houses at Cocks’s and Child’s, 
and drawn by merchants dealing in coal, “‘ Drugs, Wine, Groceries and 
Oats,”’ were also discounted as long as the acceptances were good.’ 
Despite the relatively high rate of stamp duties on them, medium 
and small bills of this kind® were common in South Wales—for 
SOSUC har cane is the system of doing business in these districts’’.® 
Bills drawn by railway-construction contractors upon railway companies 
were not to be discounted at the Branch Banks.?° 

The discounting of bills for bankers had as its purpose “ the entire 
withdrawal of their own circulation ”’, for without this “‘ the circulation 
of the Banker . . . must drive out that of the Bank while it rests upon 
it’’.14 In 1827 and 1828 the Swansea Branch Bank opened temporary 
discount accounts for local banks to enable them to obtain sovereigns 
for the £1 notes which were then being withdrawn.12 Under what was 


1 L.B.I (L.S.), 8 May, 1832; L.B.I (S.-L.), 22 February and 14 March, 1840; 
L.B.IL (S.-L.), 3 November, 1842, 20 January, 1844; 13 September, 1845; Bank 
of England General L.B.XII, 9 October, 1851. 

2 L.B.I (S.-L.), 6 July, 1841; L.B.III (L.-S.), 26 August, 1841. 

3 L.B.II (S.-L.), 13 January, 1846. 

4 Ibid., 22 December, 1845. 

5 Cf. L.B.II (L.-S.), 29 September, 1845. Only a few of the iron companies, 
such as Crawshay & Co. and Harford & Co., seem to have obtained discount accounts 
(L.B.I (L.-S.), 6 September and 15 November, 1828) 

6 L.B.IV (L.-S.), 26 March and 26 April, 1855. 

7 L.BI (S-L.), 16 and 21 January, 1840; L.B.I (S-L.), 7 and 8 June, 
1842. 

8 Cf. Select Committee on the Operation of the Bank Act of 1844 (B.P.P., 1857, X), 
Part II, Appendices, p. 324; A. D. Gayer, W. W. Rostow and A. J. Schwartz, The 
Growth and Fluctuation of The British Economy, 1790-1850 (Oxford, 1953), Vol. I, 
p. 907; S. Checkland, art. cit., p. 130. 

* L.B.I (S.—L.), 21 January, 1840. 

10 Court Book Rb, 9 April, 1846. 

11 L.B.II (L.—S.), 11 October, 1831. The comment from Threadneedle Street in 
1831 on the application of a Cardiff bank, Towgood & Co., for a discount account 
at the Swansea Branch is illuminating: ‘If the request to discount with you was 
made merely to uphold their own circulation it cannot of course be admitted, it 
being a clearly ascertained fact that monies so obtained are not used for country 
circulation but are transmitted immediately to London to meet the Bills due in 
London drawn in payment of the said circulation—your issue for that purpose 
becomes therefore substantially a London issue, and extends so far the liabilities 
of the Bank to sudden demands for gold”. The aim of the Bank was not “‘ monopoly 
in order to profit, but ...a more manageable circulating medium throughout 
the country ” (ibid., 5 November, 1831). 

12 Cf, Clapham, The Bank of England, Vol. IL, p. 107. 
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known as “ Rule 32”’, such accounts were granted to Walters, Voss & 
Walters of Swansea, Williams & Rowland of Neath, Wilkins & Co. 
of Brecon, and Waters, Jones & Co. of Carmarthen.! It was made 
quite clear from the start, however, that “‘ general ”’ discount accounts 
would be arranged only for such banks as agreed not to issue their 
own notes.2, In February, 1829 (a year before the concessions for 
non-issuing came into force in the case of the Birmingham Banking 
Co.),? Walters, Voss & Co. were granted “a Discount and Drawing 
Account for general purposes ”’ with £10,000 as the limit of the dis- 
counts allowed at any one time.* In 1831 Waters, Jones & Co. were 
to be informed that, in order to have a general discount account, “ not 
only .. . they should discontinue issuing and circulating their own 
paper, but that also of other Bankers’’.® Walters, Voss & Co. and 
another Swansea bank, Eaton, Knight & Stroud, had their accounts 
threatened with closure in 1835, after Threadneedle Street had been 
* reliably ’’ informed that they had issued notes other than those of 
the Bank of England.® In 1836, however, Eaton & Co. still held 
their account, and that of Walters, Voss & Co. continued in 1841.7 
As mentioned earlier, a discount account having a specified range was 
opened in 1834 for the bank of Biddulph Brothers & Co. of Carmarthen, 
and in the following year a “‘ fixed ”’ account of this type was obtained ~ 
by Edmund J. Jones of Hereford and by Henry Verity of Bridgend. 
By 1841, however, immediately after the union of Walters, Voss & Co. 
with the Glamorganshire Banking Co., the Swansea Branch held 
only one such account®—that of Biddulph Brothers & Co., which was 
wound up at the close of 1844.1° 

A list of the “‘ open ”’ discount accounts at the Swansea Branch Bank 
is shown in the following quotation: “ An Account of the Country 
Banks which have been supplied with or are now receiving Bank Notes 
and Coin, and which Act only with Bank of England Paper, but which 


1 L.B.I (L.-S.), 12 February and 6 September, 1827, 6 March and 4 December, 
1828; Branch Banks Committee Book, 1 May, 1827. Discounts to Waters, Jones 
& Co. reached “upwards of £35,000” in the shadow of their Loan Account 
due to lack of vigilance on the part of the agent (L.B.II (L.-S.), 5 November, 
1831). 

2 L.B.I (L.-S.), 27 epieriae 1827; cf. G. W. Norman’s evidence, quoted 
W. T. C. King, op. cit., p. 

3 Clapham, The Bank of England, Vol. Il, p. 140; R.S. Sayers, Lloyds Bank in 

the ae of English Banking (Oxford, 1937), pp. 142-3. 
B.I (L.-S.), 27 January and 5 February, 1829. 

& CBI (L.-S.), 5 November, 1831. 

6 LB. (L.-S.), 25 July, 1835. The informants were the bankers ‘* Messrs, 
Biddulph ” of Carmarthen and “ Mr. Verity ” [Henry Verity of Bridgend—cf. Court 
Book Gb, 23 July, 1835]. 

7 L.B.I (S.-L.), 1 July, 1841; L.B.I (S.-L.), 5 June, 1847. 

8 See above, p. 231. Court Book Gb, 23 July and 20 August, 1835. Henry 
Verity’s account was at first to remain ‘“‘open” for a trial period of twelve 
months. 

® Second Report from the Select Committee on Banks of Issue (B.P.P., 1841), 
Appendix 2, p. 259. 

10 L.B.O1 Cs ), 7 June, 1847. 
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do not take a fixed amount for circulation, from 1832 to 1847 both 
inclusive : 


Year No. of Banks Names 
S320... A 50 1 Eaton Knight and Stroud 
1833 .. HG oe 2) Eaton Knight and Stroud 
R. J. Nevill 
1834 .. ae Ae #2) Eaton Knight and Stroud 
R. J. Nevill 
1835 .. as Se 3 Eaton Knight and Stroud 
R. J. Nevill 
Jones, Williams & Co. 
1836... ae Be 4 Eaton, Knight & Co. 
Jones, Williams & Co. 
Rowland & Stroud 
Glamorganshire Banking Co. 
18377 sis we 22 Jones, Williams & Co. 
Glamorganshire Banking Co. 
[1838-47 .. ae 1 Glamorganshire Banking Co.]*” 


a a A SES SE EE SEC RAE SEIT 


Upon the advice of its London agent, Samuel Jones Loyd, the new 
Glamorganshire Bank in 1836 decided not to issue its own notes, and 
the Branch Bank opened an account for it.2 The Glamorganshire 
Banking Co., however, were dissatisfied with the terms (a discount 
account up to £10,000 at the market rate) allowed to them in exchange 
for withdrawing the very popular Williams and Rowland notes and 
for displacing National Provincial notes by “pushing” those of 
the Bank of England. Their protest, in which they were supported by 
the Branch agent, failed to move the Governors.® 

By the Bank Charter Act of 1844 (7 and 8 Vict., C.32, Sections 
XXIII and XXIV) agreements previously made between the Bank of 
England and other banks, whereby the latter refrained from issuing 
their own notes, were to terminate on 31 December, 1844; and there- 
after the Bank of England could allow to such banks “‘ a Composition ” 
of 1 per cent. per annum on the Bank of England notes circulated by 
them. Biddulph Brothers & Co. was one of the banks named in the 
schedule attached to the Act; and it operated under the system speci- 
fied.4 The Glamorganshire Banking Co. did not appear in the official 
schedule though, from the beginning, it had not exercised its right of 
note issue. 


° . . ° . 


The movements of discounts at the Swansea Branch and at all the 
Branch Banks is shown in the following graph and in the table on 
page 245.5 The data for the early years support Clapham’s statement 


1 L.B.II (S.-L.), 5 June, 1847. 

2 L.B.III (L.-S.), 4 August, 1836; R. S. Sayers, op. cit., p. 143. 

3 R. S. Sayers, op. cit., p. 144. 

4 Jbid. and T. E. Gren Select Statutes Relating to British Banking, 1832-1928 
(London, 1929), Vol. I, p. 146. 

5 Tam grateful to Mrs. M. I. Tyrrell for her assistance with this statistical material. 
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that the Branches were “‘ quickly and uncommonly successful ” in obtain- 


ing discount business.! The course of total discounts was fairly similar 
at Swansea to what it was at all Branches until the 1850’s—though 
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1 The Bank of England, Vol. I, pp. 115, 140-1. 
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there was a sharper fall in Swansea than in all Branch discounts during 
the slump of 1836-38, and also though the subsequent rapid recovery 
of total discounts at all the Branches in 1838-42 was not reflected in 
the Swansea figures. Discounts at Swansea as at all Branches climbed 
from a trough in 1844 to another peak in 1847. 

Unfortunately the amounts of Branch Bank discounts are given 
only for whole years, and this prevents close study of their relation- 
ship to trade cycles. What does emerge is that total Branch discounts 
—on which the rates were relatively stable—increased in years of 
financial stringency and fell when credit could be obtained more 
freely. (The significance of Branch Bank discounts is underlined 
by the fact that, except perhaps for 1836-37, they were larger than 
those of Threadneedle Street from 1831-32 until the Act of 1844: 
thenceforth until 1914 they remained nearly as large and occasion- 
ally larger.) 

Discounts to traders at Swansea were very similar in their move- 
ments to those at all Branches throughout the period. Discounts 
to bankers, however, moved dissimilarly, and their failure to recover 
at Swansea after 1836 is the most notable feature of the Swansea 
statistics. This failure was due very largely to the sending of bills to 
London by the dissatisfied Glamorganshire Bank,” and it was a very 
serious matter for the Swansea Branch since most of its discounts 
until 1840—as of those of its much larger counterparts in Birmingham, 
Liverpool and Manchester over a longer period*—were for the banks. 

Even during the period when the secular trend of Swansea Branch 
discounts was steadily upwards some uneasiness was felt at the Bank. 
The Principal of the Branch Banks Office, J. R. Elsey, observed as early 
as 1833, that the discount accounts at Swansea for “ the Brecon Bank 
and some few manufacturers in the District’ were ‘‘ operated on 
but to a very trifling extent”.4 And he stated “ with regard to the 
Bankers generally and Mr. Nevill in particular they will not come to 
you for discounts while they can do without your aid”.® As for 
discounting directly for manufacturers and traders, “the Coal and 
Copper Works are the chief Sources of Trade, but most of the parties 
engaged therein are attached to the local Bankers ’’.* 

Statistics for the creation of inland bills of the medium and long 
varieties display a secular growth during the period covered by this 
paper;’ and, therefore, the failure of discounts at the Branches to 
expand after 1836 seems not to have been due to any lack of bills. 


1 Clapham, The Bank of England, Vol. U, pp. 142, 433-4. 

* See below, p. 240, fn. 7. When the discount account of Biddulph Brothers was 
closed in 1844, the Glamorganshire Banking Co. was the only remaining bank 
having such an account (above, pp. 235-6). 

® Court Books, passim. Sir John Clapham refers to these as ** the three principal 
centres of this tied-bank system ” (The Bank of England, Vol. U, p. 141). 

4 Branch Bank Committee Report F, 26 June, 1833. 

5 L.B.UI (L.-S.), 11 August, 1834. 

6 Branch Bank Committee Report F, 26 June, 1833. 

* Report from the Select Committee on the Operation of the Bank Act of 1844 
(B.P.P., 1857, X), Appendix 39; Gayer, Rostow and Schwartz., op. cit., Vol. I, p. 908, 
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The discount business at the Branches was, of course, kept down, 
probably from the very beginning, by the strict rules described above 
governing the grant of discount accounts and the nature of the bills 
handled. The Swansea Branch letters contain good examples of the way 
in which these restrictions prevented the growth of discount business. 
The general restriction to bills of three months prevented the Branch 
Bank from obtaining more than a small part of the rapidly growing 
business of the South Wales iron works. Again, in 1842 and 1848, 
assistance was refused to the Cobre Mining Association, which was 
“probably the largest’ importer of copper ore to Britain. Under 
revised tariff arrangements in 1842 they became liable to pay upwards 
of £35,000 annually in duties, and difficulty was encountered because 
“the major part” had to be paid when the cargoes arrived, whereas 
the latter required “‘ some little time to sell”’.1 (Though duties were 
lowered in 1842, imported ores could no longer escape taxation by 
being smelted in bond and the produce exported.)? To explain the 
refusal of the Bank to advance on the bills offered by the Association, 
the Governor reiterated that “ the drafts of the Agents on their prin- 
cipals could not be eligible for discount ”’.* 

The restrictions imposed by the Bank are also illustrated by the 
sudden contraction of discounts at the Branch Banks for bankers and 
for traders in the spring of 1847—a contraction which did not enhance 
the reputation of the Branches.4 The refusals of discounts during 
that period of financial panic were said by the Governor to be due to 
the Bank’s inability to allow the agents at the Branches “ the same 
discretion as we can exercise in London”’.® 

The rates of discount charged at the Branch Banks had a consider- 
able effect on the amount of their business.6 In the early 1830’s they 
offered accommodation on relatively favourable terms: their rates 

1 L.B.II (S.-L:), 17 August, 1842; L.B.III (L.-S.), 30 October, 1848. 

2 Cf. R. O. Roberts, ‘* The development and decline of the non-ferrous metal 
industries of South Wales,’ Trans. Hon. Soc. Cymmrodorion, 1956, pp. 107-110. 

3 L.B.III (L.-S.), 30 October, 1848. Unfortunately, no London—Swansea letters 
for the period 15 August-21 September, 1842, seem to have survived; but a letter 
in the other direction shows that the Monmouthshire and Glamorganshire Banking 
Co., which already transacted business for the Cobre Association at Swansea (charging 
5 per cent, with + per cent. commission for discounts), lost the additional business 
arising out of the import duties to the Glamorgan Banking Co. who undertook 
it at their current rate and without any commission (L.B.I (S.-L.), 17 August and 
6 September, 1842). 

4 Report from the Secret Committee on . . . Commercial Distress (B.P.P. 1847-8, 
VIII), evidence of the Liverpool banker, Adam Hodgson, Q.513,520, the Birmingham 
merchant, P. H. Muntz, Q.1259-63, and W. Cotton, a director of the Bank of 
ee. Q.4269-72, 4285. See the graph. 

5 W. T. C. King, op. cit., p. 145 fn. 

: Indeed, the financial importance of the Branch Bank rates was more generally 
recognised in the early period of open market operations when, in 1831, the Court 
of Directors of the Bank of England resolved that “‘ in the event of the Governor and 
Deputy Governor not being able to proceed with a sale of Exchequer Bills while a 
continued loss of treasure is incurred they are authorised to resort to an advance in 
the rate of interest at the Branch Banks . . . first communicating with his Majesty’s 
Ministers ” (Court Book Cb, 28 April, 1831. Cf. W. T. C. King, op. cit., pp. 
84-85; Clapham, The Bank of England, Vol. Ul, p. 295). 
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for non-issuing bankers with “ fixed ” accounts were 1 per cent. below 
the Bank rate and, unlike the country banks, they did not also charge 
a commission.! Nevertheless, Mr. King concluded that these advan- 
tages were so offset by the “ red tape ” which enveloped their discount- 
ing operations that they did not take away much business from other 
banks; and his view receives a little support from the statistics of a 
Liverpool bank recently provided by Dr. Pressnell.? 

In the late 1830’s the maximum and minimum rates of discount 
at the Branch Banks were the same as those of Threadneedle Street 
but this equality was ended in September 1844 by the much discussed 
lowering of the Bank Rate.* Discount rates at the Branches henceforth 
exceeded the published Bank Rate by amounts varying (at least from 
4 to 14) according to the prevailing charges of banks in the vicinity 
of the Branch Bank. Thus the Swansea minimum in 1845 was 4 per cent. 
as against 24 per cent. in London, and at the Birmingham Branch 
“‘ the rate is the London rate with the addition of 4 per cent. for bank 
bills, and 1 per cent. discount for general commercial bills”.4 Five 
Liverpool banks presented a united front in 1848 and even secured 
that the discount rate at their local Branch would be # per cent. below 
the Bank Rate.® The relationship in practice between Branch discount 
rates and Bank Rate is obscured, however, by the fact that the Bank 
sometimes charged considerably more than the published Rate.é 
Nevertheless, the Swansea Branch, like probably all the others, became 
greatly concerned at its high discount charge. John Biddulph, the 
newly-appointed agent, was asked in 1845 to enquire “ as to the proba- 
bility of an increase of discounts in the event of the rate . . . being 
more assimilated to that of London . . .” and he found that the price 
elasticity of demand was considerable.’ He concluded that “ all we 
require to procure a share of safe paper, is an approximation to the 
London rate of discount”, and suggested “that two rates might be 
applied advantageously to this Branch—the lowest I conceive would 
include the Bills generally offered by our principal customers ”’.8 Such 

1 King, op. cit., pp. 53, 56-7. 

2 Jbid., p. 53; Pressnell, op. cit., p. 516. 

3 Report from the Secret Commission on . . . Commercial Distress (B.P.P. 1847-8, 
VII), Vol. II, Appendix 15. 

4 Ibid. and Vol. I, evidence of P. H. Muntz, Q.1265. 

5 R. S. Sayers, op. cit., pp. 147-8. 

6 EB. Victor Morgan, The Theory and Practice of Central Banking (Cambridge, 
1943), p. 144. 

7 L.B.II (S.-L.), 13 September, 1845, where it is said: ‘‘ Mr. Joseph Price of the 
Neath Abbey Iron Works, who has a discount acct. with us but never makes use 
of it because he can get his bills cheaper done in London, stated to me . . . that 
he would bring us all the bills he now sends to London if he could have them dis- 
counted at the same rate as he pays there, vizt. 3 per cent. for Bills having not more 
than 3 mos. to run, 34 per cent. do. of 6 mos. date and under. Messrs. Benson & 
Co. and Messrs. Vivian & Sons have led me to believe the same—the former never 
make use of the disc acct which has been granted to them and the latter only for 
the use of their Works.” Lower rates also ‘‘ might eventually induce the Glamor- 
ganshire Banking Compy to discount with the Branch instead of sending to London 


as they must now do”, 
8 L.B.I (S.-L.), 9 February, 1846. 
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an arrangement was in fact adopted, following the definition of first 
class and of second class bills in June 1847 and March 1850. In 1851 
the Directors resolved: ‘‘ That until otherwise instructed the Agents 
be authorised to discount . . . at 4 per cent. above the Bank’s minimum 
rate in London, or } per cent. above the minimum rate at the Branch 
Banks ”’.1 

There is no doubt that the smallness of the discount business at the 
Swansea Branch from the late 1830’s onwards was partly due to pene- 
tration of the area by joint-stock banks. As early as 1835 the private 
banks of Morris & Sons, and Waters, Jones & Co. of Carmarthen were 
“annoyed by Branches of Joint Stock Banks interfering with the 
ground which they have occupied for years ” ;? and the joint-stock banks 
were only beginning to influence South Wales at that time. In the 
following year, the Bank of England was “‘ disinclined to enter into 
new arrangements with Joint Stock Banks ” before the publication of a 
report on them by the Parliamentary Committee then sitting,® but such 
arrangements were then made for the Gloucestershire and the Glamor- 
ganshire Banking Companies. In 1841 the Monmouthshire and 
Glamorganshire Banking Co. obtained a discount account at the Bristol 
Branch Bank with a drawing account at the Swansea Branch; and in 
1847 the Glamorganshire Banking Co., which had been the largest 
circulator of Swansea Branch notes, obtained a new discount account 
at the Swansea Branch Bank.’ The latter was continually on guard 
against joint-stock banks that issued notes.* In addition, a new rule 
had been adopted by the Bank in the middle of the 1830’s whereby bills 
bearing the endorsements of such joint-stock banks would not be 
discounted in Threadneedle Street or the Branches,’ but no example 
has been seen of its operation in South Wales. By 1859, when the 
Swansea Branch Bank was closed, the West of England and South 
Wales Bank and the Glamorganshire District Bank ‘“‘ commanded the 
whole Trade of the Town and vicinity of Swansea”, and they did 
so by “‘ the discount of Paper not admissible at the Bank of England 
Branch ”’.® 


During the second quarter of the nineteenth century the Bank of 
England was not very important as a direct provider of business 


1 Court Book Yb, 12 June, 1851. 

2 S.-L. Parcel, 9 June, 1835. 

3 L.B.III (L.-S.), 4 Ponce 1836. 

4 R.S. Sayers, op. cit., pp. 144-51; above, p. 236. 

5 L.B.II (L.-S.), 15 Meher 1841, 7 June, 1847; L.B.II (S. a ), 3 November, 
1842; Court Book Vb, 1 March, 1841. 

6 Tn 1841 T. L. Whitehouse commented on the projected non-issuing bank of 
Thomas and David Walters at Swansea that ‘‘ we have clearly the command of the 
Circulation thro’ the Glamorganshire Banking Company and the Walters cannot 
keep out any addition to our actual mounts tho’ their taking the ground may prevent 
the Natl. Provincial, North and South Wales or any other issuing body from attempt- 
ing to come here ” (in B.I (S.-L.), 13 June, 1841). 

7 W. T. C. King, op. cit., pp. 60-61. 

® Court Book Fe, 13 January, 1859, 
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finance, though the discount services which its Branches provided 
directly for industrial and trading firms ‘‘ might verv well have become 
SN a important.”’! The net effect of the Branch Bank discounts on 
the supply of short-term finance is difficult to assess, however, since it 
is necessary to include the rather obscure consequences on the supply 
of credit by country banks of their “ circulation account ” arrangements 
at the Branches. 

At the time of the establishment of the Branch Banks a number of 
people in the City and elsewhere held the view that the Bank of England 
was planning to attract to itself the best discount business.2 They 
expected that the Branch Banks would accommodate only “ first rate 
traders and manufacturers”, giving them “ additional advantages ” 
over “‘ the middling class of trades-people”’. Further, it was held 
that the latter would be injured because the country banks that financed 
them—and financed them on the same terms as applied to the larger 
merchants—would find it impossible, after losing their profitable con- 
nections with the large traders, to continue in business. Nothing 
like this happened; for the Branch Banks do not seem to have dis- 
criminated between discounters according to the size of their business ; 
and the country banks continued to provide advances for all classes 
of traders. The amount of accommodation provided by the country 
banks, however, was affected in various ways by their connections 
with the Branch Banks. 

It seems that the Bank of England Branches did not abstract much 
discount business from the country banks,* but they had certain, 
more indirect, effects. Their coming enabled at least one country 
bank to reduce its reserve of bullion and Bank of England notes by 
about a half;> and this would allow it to grant accommodation more 
freely. Again, non-issuing banks having ‘fixed’ circulation accounts 
tended, said J. W. Gilbert, to discount more in order to reach the 
minima stipulated.* This, however, would probably not represent a 
large expansion, since the minima were fixed on the basis of experience, 
and since they were only minima. 

On the other hand, in country towns the non-issuing banks having 
circulation accounts were reported as becoming ‘“‘ more select as to 
the persons they lend their money to ”’—because their gross returns 
from discounting were eaten into by the discount payment they had to 

1 See the graph above; cf. R. S. Sayers, op. cit., p. 152. 

2 Leeds Patriot quoted by The Times, 26 September, 1826, p. 3, col. 3. 

3 The Cambrian, 5 August, 1826, which, while quoting the argument, added that 
it was based ‘“‘ upon a supposition that may be altogether false ”’. 

4 See above, p. 238. 

5 Evidence of J. P. Wilkins, Joc. cit., Q.1758. He explained that ‘‘ the Branch 
Bank is very accommodating; for a payment in London, they will let us have any 
sum we want in Bank cash or notes” (ibid., Q.1753). Coppieters, however, has 
emphasized that the Branch Banks, owing to transport difficulties, were faced with 
““a danger of depletion of local reserves before the arrival of the horse carriage 
with gold from London ” (op. cit., p. 98). 


® Secret Committee on the Operation of . . . Joint Stock Banks in England and 
Ireland (B.P.P. 1837, XIV), Q.2059. 
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make to Branch Banks. This effect was not so marked in the industrial 
areas where the banks were favoured by larger deposits.! Again, 
country banks depending on circulation accounts had reason to 
complain, on certain occasions in the 1830’s and 1840’s, of the 
withdrawal, with little or no warning, of Branch Bank discount 
facilities. This would tend to make them more guarded in supplying 
credit. Finally, in South Wales and possibly in other areas, the Branch 
Banks did not, as they did in Lancashire, force down the rates of 
discount and cause new discount business to appear.*® 

The latter tendencies making for a contraction of the accommodation 
granted by country banks were stronger than those making for its 
expansion, if we can accept the evidence of a customer of the Swansea 
Branch that “much of the Banking accommodation which formerly 
existed ’’ had been lost as a result of the establishment of Branch 
Banks. His statement, however, may be coloured by his belief that 
he was being badly treated by the Swansea Branch.* 

In areas such as South Wales where the Branches did not attract 
much discount business by relatively low rates, such connections as 
existed between the local bankers and traders and the London money 
market were not severed;> and they may well have been strengthened 
by the facilities granted to the country banks for the transmission of 
bills to their London correspondents via the Branch Banks. (Even 
in the case of Lancashire, where the lowering of the Branch Bank 
discount rates had the first effect of attracting business away from 
London, King believes there was probably the secondary effect that 
London would obtain some of the additional discount business that 
accompanied the lowering of rates.)? The connection with London 
was also strengthened in that rates of discount at the Branch Banks 
became related to the published Bank Rate in London.® 

Despite the establishment of the Branch Banks, and the disfavour 
with which they regarded country banks that re-issued bills,® small bills 
continued to circulate; the average amounts of the short-term (twenty- 
one-day and seven-day) bills circulating “from” the Swansea Branch 
and “from” all: the Branches were respectively £2,258 and £80,901 
in 1832, and £4,839 and £253,384 in 1856.1° The circulation of small 


1 Bvidence of J. P. Wilkins, loc. cit., Oe oct 


2 See above, p. 239, and King, op. cit., 59. Coppieters errs in his statement 
that “‘ the agents . . . were not instructed * restrict their issue in periods of inflat- 
ionary pressure ” (op. cit., p. 98). 


3 Above, pp. 239-240; ‘King, op. te p. 58. 

4 L.B.I (S.-L.), 18 October, 1847 

5 See above, pp. 231, 234, 238-240. 

® The Swansea agent was told in 1835 that if a non-issuing banker proposing 
an open account ‘‘ deemed it more to his interest to act on the London Money 
Market, he might transmit thro’ you his bills to his London correspondent ” (L.B.III 
(L.-S. 7 10 June, 1835; cf. King, op. cit., p. 54). 

7 Op, cit., pp. 58-59. 

8 Cf. Sayers, op. cit., pp. 147-8; see above, p. 240. 

® See above, p. 231. 

10 Report from the Select Committee on the Operation of the Bank Act of 1844 
(B.P.P., 1857, X), Appendix 2. 
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bills of ‘‘ unmercantile character”? in Wales, however, could not 
easily be terminated by Branch Bank action, since it was due, according 
to the Swansea agent in 1840, to the continuing lack of wealth of the 
country.? 

Regarding the major purpose of the discounting business as, indeed, 
of all the operations of the Branch Banks, the agent at the Swansea 
Branch could state in 1842 that “all country issues in this part of 
Wales are quite out of vogue, the public do not like paying to get them 
exchanged and they have ceased being current here: in Monmouth- 
shire also they must have felt the check ’”’.2 Undoubtedly, the discount 
business of the Branch Bank contributed to this result; but it also 
extended its issue through the encashments by holders of drawing 
accounts and, to a limited extent, through making advances and loans. 
The average circulation of Branch Bank notes, however, was not very 
large: that of the Swansea Branch at its peak in 1845 was less than 
that of Wilkins’s two banks in 1825-8.? The decline in country note 
circulations, in fact, was primarily due to factors other than the issue 
of Branch Bank notes—notably the withdrawal from 1829 of all 
notes for less than £5 (by an Act of 1826),* and the growing competition 
of cheques.°® 

Indeed, in the discussions of 1826, bank notes had been over- 
emphasized to the exclusion of other means of payment;*® and the 
subsequent rapid growth in the use of cheques, and of gold sovereigns 
and half-sovereigns in replacement of the smaller notes,’ greatly 
reduced the relative importance of bank notes. This, and the 
legislative provisions of 1844 for ousting country notes may have 
caused the Bank of England to lose interest, as Professor Sayers says, 
“in using branch discount facilities as a bribe to persuade the country 
bankers to refrain from issuing their own notes ’’’—though immediately 
after 1844 Threadneedle Street and at least one Branch were greatly 
concerned to increase the discount business.® 

The Branch Bank at Swansea was closed in February, 1859. Its 
failure to yield much profit to the Bank—which was regarded as a 
serious matter—is reflected in the Letter Books from 1842 onwards ;1° 
and its chief public service to South Wales in the 1850’s—“ the facility 
of exchanging Notes for Coin and Coin for Notes” to a very small 


1 L.B.I (S.-L.), 21 January, 1840. 

2 L.B.II (S.-L.), 7 June, 1842. 

3 Evidence of J. P. Wilkins, Joc. cit., Q.1599, 1600; Report from the Select Com- 
mittee on the Operation of the Bank Act of 1844 (B.P.P., 1857, X), Appendix 2. 

4 Evidence of Wilkins, Joc. cit., Q.1618-20, 1653, 1708, 1749-50, 1791; Clapham, 
The Bank of England, Vol. I, B,, 106, 

5 Cf, Sayers, op. cit., pp. 150- 

6 Cf. Clapham, The Bank of Dicland, Vol. I, p. 106. 

Cr er 5 Cit, De lous 

8 Jbid., p. 1 

® See fie D. 240 

10 Cf, L.B.0 (S.-L. ‘i 3 November and 10 December, 1842; General L.B, XII, 

9 October, 1851. 
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extent—“ could be effected with equal facility from the Bristol Branch, 


and at a very small additional expense ”’.? 


University College of Swansea. 


AMOUNTS DISCOUNTED AT BANK OF ENGLAND BRANCHES 


(Source: Bank of England Court Books, Bb—Yb) 
All Branches (£) 


Year For Bankers For Traders 
1827 oc Be 
1828 
1829 
1830 
1835 Ag 11,079,287 os 2,720,915 
1836 4 21,107,903 A 3,638,206 
1837 ae 17,405,705 ae 3,953,098 
1838 oe 15,657,522 Ae 1,977,097 
1839 Fis 22,950,300 e 3,645,600 
1840 A 19,942,001 a 2,285,509 
1841 ae 21,717,656 oe 2,564,447 
1842 we 20,199,322 Re 1,874,747 
1843 ne 14,725,299 xh 1,221,996 
1844 # 13,549,808 - 998,662 
1845 wy 13,905,084 Ap 2,219,684 
1846 ie 16,598,364 ee 4,775,781 
1847 ¥, 19,165,676 Ae 6,001,474 
1848 ay 12,190,875 ae 2,766,357 
1849 Ans 9,961,740 Ai 2,108,141 
1850 is 9,834,093 of, 2,423,839 
1851 we 10,708,904 bis 3,571,497 
1852 oe 8,174,028 a 4,146,656 
1853 ete 11,366,482 oe 6,071,980 
1854 a 12,030,277 a ' 6,491,655 
Swansea Branch (£) 
1827 es we 
1828 
1829 
1830 
1835 ae 235,418 ae 88,305 
1836 Ae 394,531 ss 113,459 
1837 219,100 111,822 
1838 167,936 71,237 
1839 ; 153,500 103,900 
1840 oe 129,755 83,824 
1841 P 59,685 120,135 
1842 30,037 62,127 
1843 28,627 54,932 
1844 32,773 36,002 
1845 24,513 57,282 
1846 26,601 102,237 
1847 2515 155,601 
1848 12,841 70,854 
1849 32,958 54,267 
1850 — 51,875 
1851 — 50,001 
1852 — 105,563 
1853 — 139,250 
1854 42,299 243,707 


1 Court Book Fe, 13 January, 1859, 


Total 
1,583,766 
2,223,503 
4,921,926 
5,485,756 


13,800,202 
24,746,109 
21,358,803 
17,634,619 
26,595,900 
22,227,510 
24,282,103 
22,074,069 
15,947,295 
14,548,470 
16,124,768 
21,374,145 
25,167,150 
14,957,232 
12,069,881 
12,257,932 
14,280,401 
12,320,684 
17,438,462 
18,521,932 


98,820 
176,835 
291,658 
330,875 


323,723 
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Uncertainty, Probability and Potential Surprise 


By LucigN FOLDES 


The theory of probability was first developed as a theory of economic 
decisions taken in games of chance, and seems to be obviously suitable 
for use in the analysis of business decisions. However, the observation 
that games of chance are capable of repetition (for the purposes of the 
theory), whereas many business decisions are more or less unique, has 
led some authors to attempt a division of uncertain events into two 
broad categories requiring different concepts for their analysis. This 
is the basis of Professor F. H. Knight’s distinction between risk and 
uncertainty. Risk is said to occur where probabilities can be found 
‘* objectively’ with a considerable degree of accuracy, either by 
calculation a priori (e.g. inspection of dice to see whether they are 
regular) or from statistical considerations. Uncertainty, or subjective 
probability, is encountered when “it is impossible to form a group of 
instances because the situation dealt with is in a high degree unique ’’.1 

Professor G. L. S. Shackle has carried this distinction further. He 
rejects probability theory altogether as a tool for the analysis of unique 
decisions, and substitutes for it the concept of “‘ potential surprise ”’. 
The main peculiarities of this variable are that it does not obey the 
addition and multiplication rules of probabilities; that no higher 
rating than “zero potential surprise” (i.e. “I shouldn’t be at all 
surprised ”) can be attached to a hypothesis; and that it is an entirely 
psychological magnitude. According to Shackle’s theory of decisions, 
the “‘ attention-arresting power” of any outcome which might result 
from a course of action depends both on the value of that outcome 
and on the potential surprise attached to it. Among the outcomes are 
two ‘‘ focus” values, one strikingly favourable and the other un- 
favourable, which exceed all others in their attention-arresting power, 
and it is on the basis of comparisons of such pairs of focus outcomes 
that a course of action is chosen. 

This well known theory has recently been restated in one chapter of 
Time in Economics, a slim volume of essays in which Professor Shackle 
has presented a survey of his views on some fundamental questions 
of pure economics.” Apart from the chapter entitled “‘ Decision and 
Uncertainty ”, with which this review is mainly concerned, and the title 
essay, the book contains a chapter on the réle of expectations in some 
standard dynamic problems, and an appendix on the limitations of 
economic theory. The main unifying thread in these discussions is the 
preoccupation with the subjective, psychological elements lying behind 

1 Risk, Uncertainty and Profit. EighthImpression. 1957. P. 233. 


*G. L. S. Shackle, Time in Economics. North-Holland Publishing Company, 
Amsterdam. 1957. Pp, I11. 
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decisions. This preoccupation is, to my mind, carried too far, and is 
chiefly responsible for those features of Shackle’s thought—and of 
Knight’s—which will be criticised in this review. 

The argument will proceed as follows: After describing the interpreta- 
tion of probability which will be adopted, I shall defend the use of 
probability theory for the analysis of unique business decisions. Next, 
I shall argue that Knight’s division of probabilities into two categories 
is vague and unnecessary. This discussion will lead to some more 
general remarks on the choice of concepts for the analysis of uncer- 
tainty and on the relationship between the economic theory of business 
decisions and business psychology. Finally, some empirical problems 
connected with Shackle’s theory will be considered. 

When Professor Knight refers to risk as “ objective’ and to uncer- 
tainty as “‘ subjective”’ probability, he is in fact dividing uncertain 
events into two categories. This distinction is quite separate from 
that between objective and subjective interpretations of the calculus 
of probabilities. The objective interpretations regard probabilities 
as properties of an experimental situation or of a series of experiments, 
the subjective as degrees of belief, or rather as some cardinal measure 
of belief. I shall argue that an objective interpretation is preferable 
for the theory of business decisions, because the interest of economics 
is in objective prediction rather than in psychological processes. Most 
objective interpretations regard probabilities as relative frequencies, 
and are therefore unsuitable for the analysis of single business decisions. 
However, there now exists an objective interpretation which, although 
developed from the frequency approach, is applicable to single events. 
It is the ‘‘ propensity interpretation ”’ which has recently been advanced 
by Professor Popper! as a solution to certain problems in quantum 
physics and for scientific use generally. According to the propensity 
interpretation “we take as fundamental the probability of the result 
of a single experiment, with respect to its conditions, rather than the 
frequency of results in a sequence of experiments ”’. Probability state- 
ments may then be said to make assertions about “ the experimental 
situation and the ‘ tendencies’ (something like ‘ forces’) inherent in 
it’. These propensities are ‘‘ metaphysical, in exactly the same sense 
as forces or fields of forces are metaphysical’’. We can, if we like, 
interpret such probability statements as relating to “ virtual fre- 
quencies ”, i.e. hypothetical frequencies in an ensemble of identical 
situations; and where appropriate the statements are, of course, to be 
tested by repeated experiments. Nevertheless the propensity interpreta- 
tion is not a frequency interpretation, but enables us to make probability 


1K. R. Popper, “‘ The propensity interpretation of the calculus of probabilities 
and the quantum theory,” The Colston Papers, Vol. IX, 1957. See also “* Prob- 
ability Magic, or Knowledge out of Ignorance ’’, Dialectica, Vol. XI, No. 3/4, 1957; 
and the ‘‘ Postscript: After Twenty Years ”’ to the forthcoming edition of The Logic 
of Scientific Discovery, part of which I have seen in proof. 

I should like to thank Dr. Joseph Agassi for drawing my attention to this theory, 
and for the very valuable discussions which I have had with him. 
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statements about single experimental situations. The fact that repeated 
testing is often impossible in economics need not, and in practice does 
not, inhibit the formulation of hypotheses. 


PROFESSOR SHACKLE’S CRITICISMS OF THE PROBABILITY APPROACH 


I shall now try to answer some of the criticisms of the probability 
approach which Shackle has advanced in the book under review and in 
his recent Uncertainty in Economics. The first argument is that if 
probabilities are thought of as relative frequencies, they are inappro- 
priate for describing the alternative outcomes of unique experiments. 
It clearly does not apply if the propensity interpretation is adopted. 
The related criticism that in single experiments “‘ any probability other 
than zero or unity must necessarily prove wrong in the event”? seems 
to be based on a misunderstanding of the idea of probability. Next, 
Shackle brings up an alleged (and well known) logical difficulty. If 
we assign the probability 4 to propositions about the truth of which 
we know absolutely nothing, then a conjunction of two such state- 
ments will again have probability 4, which contradicts the calculus of 
probabilities. However, this does not in any way invalidate the 
calculus, but merely means that we cannot assign a priori probability 
of 4 to all statements. 

Another of Shackle’s points is that the probability approach is 
especially appropriate where a decision is to be based on the mathe- 
matical expectation of some outcome variable (e.g. profit), but that 
such a procedure is inappropriate in unique experiments. I agree 
that theories which attempt to derive a general rule of behaviour 
directly from a probability distribution, without bringing in a separate 
utility function, are unsatisfactory, since they fail to take into account 
certain important elements in people’s preferences—roughly, the vary- 
ing marginal utility of money and the love of gambling for its own sake. 
Alternatively, if probability is defined in such a way that these elements 
are taken into account, the result is to confuse objective and subjective 
factors, and thereby to vitiate rational discussion and testing of 
probability hypotheses.2, However, these objections do not, for the 
most part, apply to the theory according to which expected utility is 
maximised. This theory is consistent with the separation of utility 
from probability, and is in principle applicable to unique decisions. 
There are circumstances in which the theory does not apply, but they 
are not peculiar to these decisions. 

One other criticism of Shackle’s needs to be considered. Its essence 
is, I think, that in a unique experiment we are concerned with possible 
outcomes rather than with the weight (probability) attached to each. 
Thus where complete disaster is a possibility, it will have a considerable 


1 Uncertainty in Economics, 1955, p. 28. 

* The theory put forward by F. P, "Ramsey (The Foundations of Mathematics, 1931, 
VII) is the chief example. Some passages in his essay could be criticised under the 
first heading, some under the second. 
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influence on the decision taken, even if its probability is low. This is no 
doubt true in many cases, but it can be dealt with by attaching sub- 
stantial negative utility to a small probability of a disastrous outcome. 
On the other hand it is possible to construct cases where the weight of 
probability does greatly affect the decisions reached, and does so in a 
way which Shackle’s theory cannot handle. 

This does not exhaust the list of Shackle’s arguments. In particular 
I have omitted those which appeal to “* psychological realism”, for 
reasons to be discussed in more detail below. By way of further 
defence of the probability approach, some of its advantages over 
Shackle’s theory will now be enumerated. 


ADVANTAGES OF THE PROBABILITY APPROACH 

The following points may be mentioned :— 

(a) The whole mathematical apparatus of probability is available. 
This in turn yields several advantages. First, the use of the 
concepts of probability theory can lead to interesting theoretical 
insight quite apart from their use for numerical manipulation in 
particular cases. From the standpoint of this essay the former is 
indeed the more important, since in most business decisions 
people do not make accurate estimates of probabilities; they 
only have (or may be deemed to have) a rough idea of a prob- 
ability configuration. Secondly, the formulation of problems in 

- terms of probability is particularly useful where our analysis 
is to serve as a guide for making measurements, or in helping 
business men to arrive at optimum procedures. Thirdly, 
economic theories couched in the language of probability are 
readily communicable and have obvious links with theories in 
other branches of science. 

(b) It is common ground that the calculus of probabilities is the 
appropriate theory in the case of experiments which can be 
repeated frequently. Itis therefore a great convenience to have a 
single theory for all cases, especially as no clear dividing line can 
be drawn. Atleast we need a theory which leads to probabilities 
in the limit. Shackle’s theory does not, because potential surprise 
does not obey the addition and multiplication rules for /prob- 
abilities. 

(c) More information can be expressed in probability language 
than in terms of potential surprise. This applies particularly to 
information about relative frequencies, which is often relevant 
even in taking decisions which to the individual are unique. 
For instance, a man who considers setting up a fish-frying shop 
might be interested in the proportion of past failures in that 
trade. In this respect the most serious deficiency of Shackle’s 
terminology is that it can assign no higher rating to a possibility 
than “‘ zero potential surprise ”’. 
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(d) In so far as Shackle’s theory is sharp and precise it could in fact 
be derived from a suitable model in which a probability function 
was substituted for his potential surprise function. The analysis 
cannot, however, be developed here. 


I conclude that Professor Shackle has failed to make good his case 
against the use of probability theory for the analysis of unique business 
decisions—at any rate if the propensity interpretation is adopted. 
I now return to some of the more general problems of objective and 
subjective probability set out at the beginning. 


OBJECTIVE AND SUBJECTIVE PROBABILITIES 


The first distinction to be considered is that between risk and un- 
certainty, which attempts to divide uncertain events into two categories 
according to their uniqueness or their statistical measurability. The 
main difficulty is this: If we think of uniqueness as a matter of degree, 
it is found that all gradations exist, and there is no clear dividing line. 
Professor Knight makes this point himself. Alternatively, we can 
start by regarding every event as unique, so that classification means 
ignoring some relevant information. This leads to the conclusion that 
any risk can be converted into an uncertainty by adding some informa- 
tion, and once again the distinction breaks down. Similar difficulties 
are encountered if an attempt is made to separate the two categories 
on the basis of statistical measurability. 

It might be worth while to maintain a rough and ready distinction 
if some important results depended on it, but in fact they do not. The 
theory of business decisions does not require the distinction, since the 
same analytical tools—probability and utility functions—can be 
used over the whole range of cases. Again, it might be thought that the 
distinction separates insurable from uninsurable risk, and thereby lays 
the foundation for the theory which regards profit as the return for 
bearing uninsurable risk. This is not so, for three reasons (which can 
be found in Knight’s book). First, it is not insurance but consolidation 
of risks by whatever means that is significant for his theory of profit. 
Secondly, it is a matter of indifference for that theory whether some 
risks cannot be insured or consolidated, as long as there are some which 
in fact are not. Thirdly, statistical measurability is not by itself a 
criterion of insurability (in the narrow sense), though it is important. 
Examples can easily be found of “‘ unique” risks which are insured, 
and of ‘‘ measurable ”’ risks which are not. Indeed there does not seem 
to be any single criterion of insurability,! and none seems to be required 

1 Even in pure competition (with uncertainty) a variety of factors determines 
whether or not a particular risk is insured: (1) Differences in assessment of the risk 
by insurer and insured (which can occur even if statistics are available). (2) The 
availability of independent or definitely off-setting risks to the parties. (3) Risk 
aversion (utility) of the parties, to the extent that certainty is not achieved by con- 


solidation. (4) Moral hazard, i.e. the incentive effect of insurance. (5) The cost 
of administration and of the transaction. 
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since insurance can be dealt with as one case of supply and demand. 
I conclude therefore that the distinction between risk and uncertainty 
is redundant even within the framework of Risk, Uncertainty and 
Profit. 

It is convenient to deal at this stage with Professor Knight’s distinc- 
tion between an estimate of probability and the confidence with which 
it is held. This distinction may be valid psychologically, but is un- 
necessary for analysis. Any estimate held with less than perfect 
certainty must be incomplete, since outcomes excluded from it are 
considered possible. A corresponding complete estimate can, in 
principle, always be found and used for analytical purposes. Alterna- 
tively, if we want to work with one or two “ representative ’’ values 
rather than with a complete distribution, the missing information can 
be summed up by some measure of dispersion. 

The second main distinction made at the outset-is between objective 
and subjective interpretations of probability. The main alternatives 
to the propensity interpretation which must be considered are the 
theories which regard probabilities as subjective, personal degrees of 
belief.1_ Now it may be said that, while the propensity interpretation 
has great advantages in physics and in science generally, it is not so clear 
that an objective concept of probability is appropriate for models of 
business behaviour. Business men are not bound to be objective, and 
indeed many economists are interested in the psychology of business 
beliefs. It might be thought that only a subjective interpretation 
could make adequate allowance for individual judgment and for 
differences of opinion. Alternatively, it might be argued that there is 
nothing to choose between the two ifterpretations, since if cardinal 
values are assigned to a person’s degrees of belief by the usual methods, 
the resulting distribution should be numerically equal to that which 
represents his propensity hypothesis. 

It is, of course, true that the differences are conceptual rather than 
numerical, but they are nevertheless important. I consider the objective 
interpretation preferable, and this not merely for the sake of uniformity 
with the concepts used for other purposes. It emphasises that the 
main interest of economic science is in the business man’s relationship 
with the objective situation, not in his state of mind; and it seems a 
more natural way of taking account of the fact that business, like science, 
involves communication and discussion, which relate to hypotheses 
about the world rather than to states of mind. The objective interpreta- 
tion does allow for the exercise of judgment and for differences of 


1 For examples, see I. J. Good, Probability and the Weighing of Evidence, 1950; 
L. J. Savage, The Foundations of Statistics, 1954. See also the simplified version of 
Savage’s theory given by S. A. Ozga, in Economic Journal, 1956, pp. 423-6. I have 
ignored inductive theories of belief, which are discussed by Professor Popper in the 
second paper mentioned above. 

2 See Good, op. cit., S.I. 4, p. 11, and 8.4.9. The statement in the text is subject 
to some qualifications, chiefly connected with difficulties in measuring degrees of belief, 
which I have suppressed for the sake of simplicity. 
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opinion. Judgment is necessary for formulating and revising hypotheses 
about the objective situation. Differences of opinion arise either from 
differences in the information available to individuals, or from the 
fact that available information is consistent with more than one 
hypothesis. Indeed the objective theory not only explains differences 
of opinion, but also sets limits to them, which a strictly subjective 
theory cannot do.? 

The point about business psychology brings me to the more general 
problems of choice between objective and psychological concepts. 
I believe that the quest for “ fidelity to the actual psychology of the 
situation” (Knight, p. 227) is the main source of those features of 
Knight’s and Shackle’s work which have been criticised in this paper. 
How else than as an attempt to construct a common sense, compromise, 
psychological theory is it possible to explain Knight’s adoption of the 
vague distinction between risk and uncertainty whose redundancy his 
own work demonstrates, or his failure to choose clearly among the 
various theories of probability developed in the course of his argu- 
ment ? Shackle is more consistent, and carries ‘‘ psychologism ” the 
whole way.” For this he has been praised in this journal by reviewers 
of his earlier work, who see in his subjectivism a merit analogous to 
that of the subjective theory of value.® 

However, the concern of positive economics is with the prediction of 
business behaviour, not primarily with psychology. We need not 
select concepts used by the business man himself unless they are suit- 
able for this purpose (though to feel debarred from studying or using 
them would be to fall into the opposite error of behaviourism). Indeed, 
casual observation suggests that businessmen’s actual decisions are 
far more rational than the psychological apparatus which they use. 
There is therefore a strong case, both for the sake of simple, consistent 
theory, and for prediction, in favour of selecting concepts which direct 
attention to the objective situation confronting the businessman. 
As for the theory of value, I should say that it has been improved by the 
gradual elimination of the psychological element, by the abandon- 
ment first of “‘ old-fashioned ”’ utility and now of indifference curves 
also. 


1JIn addition, disagreements may arise because of inconsistencies among the 
hypotheses held by the same person. Such inconsistencies lead to difficulties whether 
an objective or a subjective theory is adopted. 

2 An extreme example of Shackle’s psychologism is his argument that people’s 
decisions are essentially unpredictable because they possess free will. It does not 
seem to me that this problem need be introduced into economics at all, since pre- 
dictability is a question which must be considered empirically in relation to particular 
problems, whereas determinism and indeterminism are metaphysical doctrines. Just 
as lack of predictability is compatible with determinism, because of our ignorance of 
the relevant causes, so predictability is in principle quite consistent with free will. 
For instance, the behaviour of entrepreneurs is to some extent predictable if we 
know that they maximise profits (in some sense), whether we suppose that they do 
this “‘of their own free will”? or because competition “forces” them to do so in 
order to survive. 

® J. de V. Graaff and W. J. Baumol, Economica, 1949, page 338. 
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The main conclusion emerging from this section is that a single 
concept of probability is sufficient for theoretical purposes, and that 
an objective concept is preferable to a subjective. 


AN EMPIRICAL POINT 


In conclusion, I turn to the main testable hypothesis suggested by 
Shackle’s theory, namely that unique decisions are based on com- 
parisons of pairs of focus outcomes, each pair te Dene to one 
alternative course of action. 

It is possible to concoct “‘ games ”’ in which decisions inconsistent 
with this theory are likely to be observed,' but it is probably fairer to 
test it against behaviour in business. It is difficult to obtain reliable 
information about the way in which people decide their personal affairs, 
though I should be surprised if the method of taking decisions did not 
vary from one type of situation to another. More definite information 
is available about practice in business organisations and government, 
which is to a considerable extent standardised. The standard practice 
is not what one might expect on the basis of Shackle’s theory. Admittedly 
the theory is psychological, but one would nevertheless expect the search 
for pairs of focus values to be reflected in the gathering and presentation 
of information on which decisions are based. In fact, the common 
practice in preparing estimates for a proposed project or level of 
activity is to find unique figures which are supposed to be “‘ best 
shots ” at revenues and costs. Decisions are not taken on the basis of 
these figures alone; estimates are usually accompanied by supple- 
mentary information, which may include some indication of dispersions 
about the representative figures. Moreover, the choice of the unique 
figures may to some extent take into account the whole range of possible 
revenues and costs, perhaps even using one high and one low repre- 
sentative figure at an intermediate stage of calculation. The fact remains 
that there is a wide range of decisions in which unique estimates, not 
pairs of focus outcomes, occupy the centre of attention. 

In part the use of single-valued estimates is no doubt due to the 
delegation of financial work. Thus where the task of preparing estimates 
is delegated, it is important to obtain economy in communication, and 
also to be able easily to compare or add together the estimates of 
various departments, or to subtract costs estimated by one from 
revenues estimated by another. Again, estimates often form the basis 
for the delegation of financial authority, which must normally be 
restricted (at least approximately) to definite sums. But even where a 
single person draws up the estimates and makes decisions, there may be 
good reasons for using single values. Where numerous alternatives 
have to be considered, the use of single values greatly simplifies at 
least the first stages of selection. In any case a single estimate for each 


1 de Graaff and Baumol, Joc. cit., page 339. 
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alternative is the minimum information needed for deciding, and 
where appropriate other information about the probability distribution 
can easily be added. 

Whatever the reason, the standard procedure seems most compatible 
with a theory which supposes decisions to be based, at least in part, on 
comparisons of single representative values of costs and revenues. My 
object here is not to elaborate such a theory, or to assert that it would 
apply in all cases, but rather to show that a wide range of important 
decisions cannot be adequately explained by Shackle’s theory. The 
point is also of some importance for the conventional theory of the 
firm which ignores uncertainty, since its usefulness largely depends on 
whether it is reasonable to assume that decisions are based mainly on 
single-valued estimates of revenues and costs. 


CONCLUSIONS 


The main points made in this essay are these: The calculus of 
probabilities is suitable for the analysis of business decisions, whether 
unique or not. For theoretical purposes a single concept of probability 
only is required, and there is no need to introduce potential surprise, 
degrees of confidence in estimates, or the distinction between risk and 
uncertainty. An objective interpretation of probability is preferable 
to a subjective. Finally, certain standard business practices appear to 
be inconsistent with Professor Shackle’s theory, but suggest alternative 
lines of theoretical development. 


The London School of Economics. 
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Manpower: A Study of War-Time Policy and Administration. By H. M. D. 
PARKER. H.M. Stationery Office and Longmans, Green & Co. 1957. 
xviii + 535 pp. 40s. 


Labour in the Munitions Industries. By P. INMAN. H.M. Stationery Office 
and Longmans, Green & Co. 1957. xv + 461 pp. 35s. 


These books record extraordinary happenings. In the course of four years 
some seven million British men and women moved into war service. Great 
armies were formed and fleets by sea and air were manned, yet industry was 
not denied the means of equipping them. The demand for industrial 
manpower shifted as design developed and the strategic position was 
transformed: no major plan was ever frustrated because the manpower was 
not found. Many of these moves, and much of this production, were achieved 
under recurrent bombardment. Employment was brimful for five years and 
overfull for four, cost mattered little compared with getting output, and there 
was no control of wages; but from beginning to end of the war wage-rates 
rose only by fifty per cent, and earnings in manufacture by eighty. Skilled 
work was broken up and given to “ dilutees’’; men’s work was given to 
women; some wage-earners were directed into work that was distant or 
uncongenial; hours were very long: but there was no industry-wide stoppage, 
and few of the local stoppages were big. 

If we do not find all this incredible it is only because we know it happened. 
How it happened, how it was possible, is the subject of these two volumes. 

They are part of the official history, and as such they have been written under 
some necessary limitations. The very magnitude of the archives must be an 
embarrassment when the writer is not altogether free to follow his own 
selective judgment, but must stock his shelves to meet the needs of all sorts 
of customer. He has to describe organization, but titles of office, council 
and committee fall heavy on the ear when bare of personalities. Especially 
when he is himself still in the service, he is bound by its circumspection and 
its noble anonymity. It is hard for him to do justice to human nature in 
administration, even when it is the essence of the case. Denied the freshets 
of commentary and sallies of opinion, his narrative can only flow like a great 
river in its lower reaches, wide, level and deliberate. 

It is therefore understandable that these works hardly make for continuous 
reading in their entirety. Yet they mark a great labour accomplished in the 
public service, and the student who brings his questions to them will profit 
by them for years to come. No doubt much of the experience they record is 
significant only for times of emergency, for a great deal that worked then was 
put up with and made to work only because those were the days of the sword 
and the trowel—‘ so built we the wall: for the people had a mind to work ”’. 
But one cannot read Mr. Parker’s account of manpower budgeting, for 
instance, and the conditions of effective direction of manpower trade by trade 
and man by man, without seeing the light it throws on economic planning 
in time of peace. Much else that is narrated is fresh in its relevance to 
current problems. The causes of the contraction of the differential for skill; 
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unwanted consequences of introducing wage incentives; the relation of 
women’s work and wages to men’s; the special problems of industrial rela- 
tions in shipbuilding; the outstanding recalcitrance of some craft unions: 
on such issues the story of labour in munitions provides materials of 
continuing significance. In particular, Mrs. Inman’s compact and illumina- 
ting chapter on morale and industrial relations now becomes an important 
reference. 
E. H. PHELPS BROWN. 


History of the Second World War: Agriculture. By Sir KetrH A. H. Murray. 
H.M. Stationery Office and Longmans, Green & Co. 1956. 
xii + 422 pp. 30s. 


Farming from Whitehall is intriguingly difficult even when the constraints 
of war simplify some of its problems. The basic resources used are widely 
dispersed and heterogeneous; the processes are biological and heavily depen- 
dent on the weather; complementary relations between products are common; 
transformation and substitution rates are subject to much uncertainty even 
in “ average” years and within particular localities; most of the numerous 
firms concerned—over 350,000 in the United Kingdom—are family financed 
and averse to borrowing more than quite small portions of the total assets 
they use; the range in size and efficiency is wide; almost all sell several 
products and these vary greatly in quality and seasonality. Moreover, uncer- 
tainties about the levels and elasticities of market demands for particular 
products in peacetime are aggravated in wartime by major, wavering restric- 
tions on supplies of competing imports and substantial changes in consumers’ 
incomes and their distribution. 

All these difficulties Sir Keith Murray is by training and experience well 
able to understand and he therefore traces the development and execution 
of agricultural production policy with discernment and sympathy. His 
summary of 1914-18 experience and changes during the inter-war period is 
usefully linked to a chronological record for 1939-45. This is followed by 
four chapters on particular topics in retrospect, and by brief but significant 
conclusions. 

With the main conclusions there can be little disagreement. Home agricul- 
ture altered its choice of products, combinations of factors, and scale far more 
than was expected in 1939 or even in 1940-1, and it contributed greatly to 
maintaining the health of the civilian population despite a reduction in food- 
and feeding-stuffs imports from 22-5 million tons a year to less than 10-8 by 
1942. This was a “ success story ” for which Sir Keith gives full credit to all 
responsible. 

But he rightly points also to some failures—the drop in milk production 
in the early years due in part at least to faulty pricing; the lack of a clear and 
consistent financial and pricing policy during 1939-40; late and probably 
insufficient control of the utilisation of home-grown grain and potatoes; 
wasteful machinery for policy formulation even during 1940-1; insufficient 
research into problems of maintaining soil fertility; tardy and inadequate 
consideration at inter-departmental and ministerial levels of post-war 
problems. 

Naturally the tendency now is to ignore these and other failures less 
prominently recorded. General success in the particular circumstances leads 


1958] BOOK REVIEWS 257 


easily to the assumption that plans were good and well carried through. Hence 
the justification for the attempt of the war histories to make experience 
teach—a purpose which this History serves best perhaps by setting out so many 
examples of the timing and direction of decisions. 

For these inevitably raise for some readers basic economic questions. What, 
in the mind of the Minister of Agriculture, were the opportunity costs of the 
feeding-stuffs and other factors he wanted to import? Or of the shipping 
and port services attached to them ? Or of the labour reserved for food produc- 
tion? Was he sufficiently clear and correct about transformation and 
substitution rates ? What, in the mind of the Minister of Food, were the costs 
of delaying the raising of the wheat flour extraction rate and dilution with 
other flours? How much insurance against the uncertainties of shipping 
losses and delays, and against bombing in the United Kingdom, should 
have been bought by altering still more, and earlier, choice of products in 
the direction of grain and other crops for direct human consumption and 
away from farm livestock with their various costs, in converting the energy 
and protein in crops into human food? Was the aversion to building up 
feeding-stuffs reserves in spring and summer 1939 justifiable ? If soil fertility 
was to be run down, what rate of run-down was best ? What mobility of labour, 
skills, and capital could be relied on? What, anyway, was to be maximised— 
consumer satisfaction judged by pre-war prices and consumption rates, or 
by marginal war-time demands, or by the still rather unreliable measures 
of average human requirements of calories, proteins, vitamins and other 
nutrients ? Was it better to fail to so great a degree to meet many consumers’ 
demands for beef and pork and eggs in order that their total animal protein 
intakes could be fully adequate, or to be governed somewhat more by fancy 
than by chemistry and the nutritionists? Were ministerial reputations also 
appropriate items for maximisation in the circumstances ? 

That such questions about costs and benefits and their uncertainties can 
arise makes it understandable that the confusions and controversies of espec- 
ially the first two years of war were as deep as Sir Keith shows them to have 
been. And indeed his book may even leave some doubts as to whether the 
basic criteria and principles for war-time food planning were ever so fully 
agreed by ministers and departmental heads that they would have been wisely 
used had the food import programme been reduced to say 7 million tons a 
year during the third and fourth years of war. Circumstances would have 
forced agreement; but perhaps too late for anything that could be called 
economy. 

The style is lucid. Full but attractive use is made of statistics. The index 
is unusually detailed. 

JOHN R, RAEBURN. 


A Breviate of Parliamentary Papers, 1900-1916. By P. and G. Forp. Basil 
Blackwell. 1957. xlix + 470 pp. £4 12s. 6d. 


The sub-title of this volume is, appropriately enough, The Foundation of the 
Welfare State. Whatever else may be said of English political history in the 
years before 1914, this was one of the great “ reform” episodes. The great 
years of Liberal rule were, in their foundation of the Welfare State, the 
opening of the twentieth century and not, as from other angles, the close of 
the nineteenth, It was not that people were basing activities of the State on 
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a new theory, but that they were newly conscious of a need to do something 
about specific social problems. And so the English governmental machine 
set about its regular process of enquiry, exposure of the facts, agitation of 
opinion, Parliamentary discussion and finally a new body of administrative 
tasks. 

It was the first part of this process—the enquiry and exposure of the 
relevant facts—that threw up the wealth of documentation which forms the 
subject of this latest Breviate. Every student of twentieth century views on the 
place of labour in society, on social security, on health, and on the machinery 
of government itself must study here the vigorous investigations that preceded 
and accompanied the birth of the Welfare State. Hosts of other problems have 
an appreciable, if less voluminous, place: local taxation, motor traffic, 
agricultural small holdings, afforestation, wireless telegraphy, vivisection, and 
all the rest. A London student may be excused for noticing that in 1911 a 
Royal Commission recommended that the University of London should have 
““a great hall for university functions”. The one subject conspicuously 
absent is money and banking—for in this the years belonged still to the 
nineteenth century, long before the malaise of the nineteen-twenties was to 
provoke the Macmillan Committee. 

The volume reaches into the early part of the first war, so that the reader 
comes upon oddities that are concerned with war economics, and even post- 
war reconstruction thoughts, that have little or nothing to do with the major 
themes. 

From its very nature this is a book of reference (though one guesses it will 
be well worn) but it is to be hoped that the six pages of “ Introduction ” will be 
widely read. Here Professor and Mrs. Ford have put the parliamentary 
papers into their historical setting, drawing on the wealth of wisdom and 
experience gained in their task of preparing the series of volumes of which 
this is, apparently, the last. 

And what a task it has been ! Including the little Guide, the Series contains 
five volumes, and in one way or another covers the Parliamentary Papers 
from 1696 until 1939. To say that the Series is a monument to Professor 
Ford’s lifelong taste for blue books is merely to explain how the task ever 
reached a beginning. What has been achieved is a lasting enrichment of the 
equipment of English historians. By their work Professor and Mrs. Ford 
have brought new distinction to their university and credit to the Foundations 
which'supported;their publications. 

R. S. SAYERS. 


The Image. By KENNETH BOULDING. University of Michigan Press. Oxford 
University Press. 1956. 175 pp. 36s. 


“The first proposition of this work . . . is that behaviour depends on the 
image” (p. 6). In Professor Boulding’s terminology the “‘ image ’” compre- 
hends the knowledge (whether true or false), feelings (conscious or otherwise), 
and the values and hence purposes of the decision-making organism. This 
proposition could be denied only by extreme behaviourists, who regard 
the concept of purposive behaviour as ‘“‘ meaningless’; all others accept it 
as platitudinously true. It is, therefore, surprising that Professor Boulding 
should advance it as if it were a novel proposition. 
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Since the social sciences attempt to account for group behaviour and its 
consequences, they are interested in one way or another in the formation of 
“images ’”’. Indeed, as Professor Boulding points out, some social sciences 
are greatly concerned with this problem. Yet others, chief among them 
economics, have sidestepped it. The reason for this is not a failure of 
economists to appreciate the importance of “‘ The Image in Economic Life ” 
(ch. 6). Even prior to Professor Boulding no one would have denied that the 
“ process of reorganization of economic images is the key to the understanding 
of economic dynamics” (p. 90) and that this is of great importance in the 
theory of economic development. The reason is, surely, that economists 
have obtained some results by abstracting from the “ process of image 
formation ’’, whereas they would have been rendered impotent without this 
abstraction. Of course, this is not to deny that economics would be greatly 
enriched if it had a theory of the formation of the relevant ‘“‘ images ”’. 

Professor Boulding suggests that the study of “ image-formation’ might 
properly become the subject of a unified discipline which he would call 
Eiconics. The central question of his book is: “ what... determines the 
image ” ? (p. 6); and his work is thus intended as a prolegomenon to the 
proposed new science. Having posed the question, Professor Boulding makes 
many stimulating suggestions regarding tentative answers, and the methods 
by which answers might be sought. Yet, in spite of the somewhat novel termin- 
ology, there is little to surprise the reader, unless it be a number of rather 
eccentric judgements. The most interesting discussion is that of ‘‘ The Image 
in the Political Process ”’ (ch. 7). 

Professor Boulding’s belief in the virtues of “‘ inter-disciplinary ’’ ventures 
is well known ; but the prospect of fusing into one unified discipline such 
diverse branches of knowledge as psycho-analysis and cybernetics, communica- 
tions theory and anthropology, must appear daunting to the most adventurous 
soul. Again, he does not mention that there is an irreducible element of 
scientific unpredictability in the development of “‘ images’. (The reviewer’s 
“image”, at any rate, has remained completely unaffected by Professor 
Boulding’s message.) This is so, because the growth of knowledge is not 
amenable to prediction, as has been demonstrated conclusively by Professor 
Popper. 

Kurt KLAPPHOLZ. 


International and Interregional Economics. By SEYMOUR E. Harris. McGraw- 
Hill Book Company Inc., New York. 1957. xiv + 564 pp. 52s. 6d. 


This is the latest addition to McGraw-Hill’s Economics Handbook Series 
which is intended, we are told, to “ present a distillate of accepted theory 
and practice, without the detailed approach of the technical treatise”. In 
his preface the author explains that the present volume consisted originally 
of Part V (“Some Aspects of Adjustment in the Post-War Period’) but 
after writing it he felt dissatisfied and added Part IV (‘Some Aspects of 
Adjustment ”). Still not satisfied he added Parts I to III (“ The Distribution 
of Tasks Among Nations; Money... ; Regional Economics ”’). The author 
adds that he is sure that the account of theory in Part I is too brief and may 
be unsatisfactory to many. The present reviewer agrees. 

The heart of the book is, however, to be found in Parts TV and V, which 
together cover almost three-quarters of the space. Discussion is concerned 
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with problems of disequilibrium, principally the problem of the dollar 
shortage. The coverage is virtually complete: there are few points which 
do not get mentioned at greater or lesser length sooner or later. An integral 
part of the treatment is the display of a wealth of statistical material and 
the provision of a commentary on most of the relevant literature up to June, 
1956. There are some notable sections, containing clear demonstrations 
and shrewd comments. But, taken as a whole, the present reviewer cannot 
pretend to be satisfied. In the first place, the theoretical basis is confused. 
The author misses no opportunity of criticising classical theory, in particular 
the theory of comparative cost, for its limitations and inappropriateness. 
But he not only fails to follow through his sniping to a logical conclusion but 
occasionally falls back on the theory for his explanations, with vague reser- 
vations or reminders of the limitations of the theory. While it is possible to 
respect the reluctant iconoclast or the unbeliever, it is not easy to abide those 
who quote the gods they themselves have alleged to be false. In the second 
place, Professor Harris rarely makes his criterion sufficiently clear-cut to 
obtain a clear upshot to his discussion. It is frequently difficult to decide 
whether he is thinking in terms of the policy maker who has to make policy 
decisions on the basis of incomplete knowledge of the variables involved or 
their relative sizes or, alternatively, whether he is so fearful of being thought 
“ unrealistic ’ that he cannot permit himself to embark on a rigorous argument 
from precise assumptions. At several points the book reads more like 
disillusion with economics than disequilibrium economics. All this is helped 
on by a tendency to choose hold-all definitions which make any problem 
appear more intractable than it is. 

Take one fairly self-contained chapter as an example: Chapter 19, 
“Economic Development and the Theory of International Trade”. It 
quotes Adam Smith and Ricardo; it snipes at comparative cost; it rehearses 
the staple arguments for planning and industrialization; it passes on the 
folklore concerning disguised unemployment; it mentions the inflation 
problem; it acknowledges there are alternative approaches; it brings up the 
welfare aspect. But there is no clear line of thought in the chapter. It is a 
mere rag-bag of points. For those of us with an intimate knowledge of under- 
developed economies it leaves no solid residue which we would regard as 
useful either for our students or for those engaged in the day-by-day direction 
of public affairs. The discussion does not greatly profit us. 

D. J. MORGAN. 


Analysis for Production Management. By EDwARD H. BowMAN and RosertT B. 
Ferrer. Richard D. Irwin Inc., Homewood, Illinois. 1957. xiii +- 
503 pp. $7. 


Production analysis is concerned with the scientific study of the direct 
operating side of a manufacturing organisation. The application of scientific 
methods to the actual working of economic organisations has developed 
in the last twenty years under the title of ‘ operations research ’ so that produc- 
tion analysis may also be defined as the operation research of the production 
process. In operations research a great many other sciences are brought 
together in order to solve problems which do not lie wholly within any of 
their individual fields. Among those disciplines which are united to form 
this rather eclectic new science are economics, statistics, and cost accounting, 
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so that it should be of interest for their practitioners to hear how they are 
being used in everyday research. Unfortunately, operations research has not 
yet achieved wide recognition in academic circles, partly because of its 
novelty and close connections with practical matters, but also through lack 
of a suitable textbook. A first step to improve the existing state of affairs 
has now been taken by Bowman and Fetter, and it may be said with few 
reservations that their book fills the bill admirably. 

Their object is to provide a book which not only offers clear, simple explana- 
tions of the tools to be employed in production analysis, but also indicates 
the practical difficulties arising in the formulation of problems and the 
interpretation of solutions. On the one hand, their book contains chapters 
on linear programming, statistical control and inspection, industrial experi- 
mentation, and inventory management; and, on the other, chapters on the 
construction of models, and the acquisition and use of data. In addition, 
there are descriptions of ten actual cases, and at the end of each chapter 
exercises for the student to try his hand at. 

The weakness of many other books on this subject lies in their failure to 
see that the problems to be studied have a certain unity which derives from 
their close connection with economics. Least cost, maximum revenue, 
preference, feasibility, and opportunity cost all occur as fundamental concepts 
in operations research, and provide an integrated, logical framework within 
which all its problems must be investigated. It is a pleasure, therefore, to see 
that Bowman and Fetter are aware of this even if they do not follow up its 
theoretical implications as far as one would like. 

The object of production analysis may be looked at most generally as the 
discovery of possible changes in actual operations which will lead them 
nearer to an optimum state. This implies that the organisation has a prefer- 
ence system (not necessarily explicit) on the basis of which alternative operating 
conditions may be compared. It also implies that sufficient data can be 
made available to construct and test models of the production system so that 
the alternatives available to the organisation may be known with sufficient 
accuracy for decision making purposes. The difficulty confronting the 
research worker in this field is that these conditions are not always fulfilled. 
Preference systems are not easily susceptible to formulation as complete 
orderings; models of a whole organisation showing all the relevant inter- 
dependencies tend to be too large and intractable; accurate, quantitative 
information is a scarce, and frequently expensive commodity. It follows 
that except for a certain class of rather simple cases it is exceedingly difficult 
to determine from a given set of alternatives which one leads the organisa- 
tion most near to its overall optimum. The exceptional cases occur where, 
for example, a given change lowers costs or increases revenue in one part 
of the organisation without any adverse effects elsewhere. Fortunately, in 
the present state of industrial efficiency there are enough of these exceptions 
to keep operations researchers fully occupied. It is becoming apparent, 
however, that other more complicated problems are increasing in importance. 
These are of the sort where it is not known whether any part of the organisa- 
tion is in an optimum state or not, and there exist several mutually exclusive 
changes which might be introduced, each differing from the other in the 
extent to which it saves costs in one part of the production and throws 
additional burdens on other parts. It is here that present thinking on opera- 
tions research has its limitations, the solution to a large number of problems 
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being based either on the assumption that the effects of interdependence are 
small and may be ignored, or that every part of the organisation other than 
the one being investigated is in an optimum state. 

As has been noted already, Bowman and Fetter introduce their book in a 
way which suggests that they are fully alive to these difficulties. It is a pity, 
therefore, that occasionally they fall into the trap of confusing a partial 
optimum with a complete optimum. Thus, while this book may be recom- 
mended as the best available for an elementary course on the subject, it 
will be incumbent on the lecturer to reinterpret a great many of the results 
contained therein. 

M. H. PESTON. 


Laissez Faire and the General-Welfare State: A Study of Conflict in American 
Thought 1865-1901]. By StpNey Fine. The University of Michigan 
Press, Ann Arbor. 1956. x + 468 pp. $7.50. 


This substantial volume provides a comprehensive and scholarly treatment 
of the various attitudes to the economic and social functions of the state in 
late nineteenth-century America. The author has not confined himself to 
the conventional boundaries of academic opinion, but has recognised the 
need to adopt a wide definition of this important but amorphous subject. 
The views of university economists, sociologists, political theorists and 
philosophers are presented in juxtaposition with the ideas of business and 
religious leaders, journalists, jurists and politicians, and the result is far 
from being invariably favourable to the academic sages. This is, of course, 
largely because the issues in debate were more dependent upon such mundane 
considerations as the limits of political and administrative possibility and 
estimates of the practical consequences of particular measures than upon 
the general question of whether the government should do all or nothing 
at all. The laissez faire theorists’ preoccupation with this general principle 
does much to explain the impression of unreality and barrenness that results 
from a perusal of their writings. Although their views held sway in the 
realm of practical politics during much of the period under review, Professor 
Fine’s account adds comparatively little to the previous interpretations by 
Dorfman, Hofstadter and others. This is regrettable, for the author’s clear 
and readable style, skilful exposition, immense industry and (as far as can 
be judged from a distance) accuracy are of a high order. The most useful 
chapters in this part are those devoted to the attitudes of businessmen and 
to the law of the land, which provide a valuable supplement to the usual 
text-book story. 

In the third and largest part of the study there is a balanced and painstaking 
survey of the growing dissatisfaction with the non-interventionist approach 
to social and economic problems. Here, too, the author is more concerned 
with exposition than with criticism or re-interpretation. But, within his 
self-imposed limits, he has performed a valuable service in collating and 
classifying a miscellaneous body of ideas, practical proposals and legislative 
enactments. There are chapters on the social gospel; the new political 
economy; academic sociology, political science and philosophy (i.e. James 
and Dewey); social reformers (e.g. George, Bellamy, Bliss, Lloyd) and reform 
movements (including the labour, anti-trust, monetary, and socialist move- 
ments); and the legislative record. (The reader is left to draw his own 
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conclusions as to the exact connections between the prevalent ideas and 
the actual policies.) 

This is well trodden ground, and Professor Fine includes much familiar 
material, and an excellent bibliography. He has kept the taxonomic part 
of his task under control and, despite the need for compression, his judgments 
are sound, and one is rarely impelled to question his generalisations. But 
the synthesis that this reviewer anticipated at the outset is lacking. Professor 
Fine has prepared the way for it, and we may hope that he will eventually fill 
the gap. 

A. W. Coats. 


Malthus als Kritiker der Klassik. By HANS WURGLER. Verlag P. G. Keller, 
Winterthur. 1957. xxiv + 200 pp. 


Malthus’s ideas on general economic theory—apart from his population 
theory—have often been much neglected and underestimated. ‘ Established ’ 
views on the history of economic thought, whether Marxist or Classical 
Liberal in tendency, tend to favour the supremacy of Ricardo. Schumpeter, 
as well as Keynes, of course, has suggested that the balance be redressed, 
and now Dr. Wiirgler has written an excellent little book on this subject. 

In presenting Malthus as a ‘ Critic of the Classics’, Dr. Wiirgler takes 
the two central ‘ classical ’ doctrines to be the ‘ objective ’, or cost of produc- 
tion and/or labour, theory of value, and the Say-Mill principle of markets, 
in both of which doctrines the demand side is neglected. Dr. Wiirgler gives 
a very interesting and lucid summary, well supported by frequent quotations, 
of Malthus’s debates with Ricardo on supply, demand and value, and with 
Say on aggregate effective demand, and he points out how an emphasis on 
‘Intensity of Demand ’ runs right through Malthus’s theorising. Dr. Wiirgler 
does not attempt to cover or resolve the inconsistencies in Malthus’s argu- 
ments, and he is the more convincing for not appearing as an over-partial 
advocate. Though there are links between Malthus’s population analysis 
and his general economic theories, the latter are the more easily studied away 
from the dust stirred up by the former. Dr. Wiirgler argues that in his 
treatment of wages in the Principles of Political Economy, Malthus was much 
less rigid in his application of the subsistence minimum theory than was 
Ricardo. 

Reading Dr. Wiirgler’s book prompts the suggestion that both justice to 
Malthus as a general theorist, as well as a full appreciation of the Malthus- 
Ricardo debate, require, as a complement to the Ricardo volumes, a complete 
edition of Malthus’s articles, pamphlets and shorter writings, some of which 
seem as important as they are inaccessible. 

T. W. HUTCHISON. 


The Royal African Company. By K. G. Davies. Longmans, Green & Co. 
Ltd. 1957. ix + 390pp. 42s. 


Just as inflationary spirals have always to be ‘ vicious ’, so was the English 
slave trade, as Mr. Davies observes, rarely mentioned by historians without 
the accompanying epithet ‘lucrative’. But if inflationary vice still obsesses 
the economic journalists of today, historians during the past twenty or thirty 


264 ECONOMICA [AUGUST 


years have managed to scrape away some of the seeming lucre from this 
spectacularly nasty traffic; it has been revealed as not notably more profitable, 
though often more hazardous, than many other branches of contemporary 
commerce. 

Mr. K. G. Davies’ study of the Royal African Company—which was 
heavily engaged in that trade—tends to confirm this view. His work examines 
the organization and performance of the company from its foundation in 
1672 to the end of its monopoly in 1712 and its final dissolution in 1752. After 
an introductory chapter on the various European ventures in West Africa, 
he discusses the establishment, organization and finance of the company; the 
conflict between its monopoly and the forces of competition; the company’s 
shipping; and its operation in its three areas of interest—England, West 
Africa and the West Indies. The Appendix includes data on the company’s 
exports and imports, as well as price lists for slaves and sugar from 1673 to 
1713. The book is detailed but is lucidly and cogently written, free from 
the various forms of constipated jargon with which students of economic 
and social matters sometimes contrive to baffle their readers and bamboozle 
themselves. It might perhaps have benefited, however, from a more rigorous 
framework of economic exposition: a concern with the company’s adminis- 
trative problems sometimes seems to hinder the book’s progress or to obscure 
the force of the author’s arguments. 

The company “failed in the first duty of a commercial enterprise, the 
making of a profit’ (p. 314). During its brief period of prosperity, however, 
from 1672 to 1691, its stock appreciated considerably and capital gains were 
available to original stockholders. Very large sums of further capital were 
raised during this period despite the fact that, as is now clear, the company’s 
operations were not particularly successful and that dividends were, in 
effect, being paid out of capital. Presumably it was contemporary 
expectations about the company’s future prospects which buoyed up its 
stock and allowed its debts to be increased. These expectations—which merit 
further investigation by those interested in the general economic climate of 
this period—were unfulfilled; the company dragged on during the succeeding 
years of war, its life prolonged in part by “ the lack of any ordinary means 
by which a company’s affairs could be wound up ” (p. 96). 

With certain exceptions, of which the East India Company is the most 
striking, joint-stock companies have almost certainly been credited with too 
great an importance in early English commercial and business organization: 
a result, perhaps, of W. R. Scott’s three remarkable volumes. In reality 
these companies were often unwieldy and uneconomical: short-lived children 
born either of boom conditions or of political exigencies which seemed to 
demand that trade and the flag should march, or sail, together. As large-scale 
enterprises they were expected to make profits in economic circumstances 
which normally favoured either a smaller scale of enterprise or, at least, 
a more flexible form of organization. Mr. Davies’ book brings out the 
difficulties inherent in this semi-public, semi-private, half-political, half- 
economic form—the chartered, monopolistic, joint-stock company. He 
sees the Royal African Company as “in a sense . . . a public utility, a 
corporation charged by the government with supplying labour to the colonies ”” 
(p. 122); yet, in condemning it as an economic failure, he judges it as “a 
capitalistic organization, created in a world which . . . acknowledged the 
criteria of the capitalist . . . it failed in the primary duty of a joint-stock 
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company, the making of profits in a form in which they could be distributed 
to shareholders ” (p. 346). 

The borderland between political creation and economic performance is 
difficult terrain to traverse. Mr. Davies’ scholarly and thoughtful book is a 
valuable contribution to our guidance. 

D. C. COLEMAN. 


The Highland Economy, 1750-1850. By MaALcom Gray. Oliver and Boyd, 
Edinburgh. 1957. viii + 280 pp. 25s. 


At any period from 1707 to the present the division of the British Isles— 
in which I include all Ireland—for the purposes of social and economic history 
is fraught with peril. This is obviously true so far as problems of labour 
economics and migration are concerned, but it is nearly equally true for all 
other aspects of the economy. The economic history of England, and a 
fortiori, of Scotland, Ireland and Wales, cannot be understood in isolation. 
Unfortunately, Scottish historians, with few and admirable exceptions, have 
given far too little attention to the development of their own country in 
modern times, and in consequence it has been almost impossible for the 
student to obtain any clear understanding of British society iri the age of 
industrialisation. 

The situation is not quite so bad so far as the Scottish Lowlands are 
concerned for, in addition to a number of specialised studies, there have 
been excellent general books by Professor Hamilton and the late Professor 
Saunders. Despite some detailed studies, the Highlands have been the 
subject of mainly passionate and partisan writing devoted largely to the 
denunciation of the Duchess of Sutherland. 

Mr. Gray is not passionate. Change, he tells us, “‘ may have been over 
violent; but the fact of change itself represented, not the wayward greed of 
a small group of anti-social expatriates, but the total impact of the powerful 
individualism and economic rationalism of industrial civilisation on the 
weaker, semi-communal traditionalism of the recalcitrant fringe”. Now the 
similarities and differences of Irish and Scots agrarian history open a 
fascinating field for comparative history. The similarities are sufficient for 
the question, ‘‘ Why didn’t the Scots’ peasant shoot his landlord?” to be 
a relevant one. If moral factors explain the acquiescence of the highland 
peasantry in what was often a terrible and always an unpleasant fate, then 
moral factors also—a moral failure— must be involved in the explanation of 
the behaviour of the landlord. It is very difficult not to be passionate when 
moral issues cannot be avoided. I am not sure that it is virtue in Mr. Gray 
not to be even a little moved. 

In fact the fringe of which he speaks was not “recalcitrant’’. Its men 
fought in disproportionate numbers in war after war. Its families submitted 
to expropriation, rack renting, and forced immigration. It was a society, 
certainly traditional, a society in which, to use a necessary Germanicism, 
gemeinschaft-like links had bound all the ranks of the community together, 
and a society in which, as Mr. Gray observes, these links were gradually being 
severed: severed, however, by the upper ranks of society, and still believed 
in by those who, puzzled, stood at the bottom of the social order. 

In a sense therefore, Mr. Gray’s story, to be comprehensible, must be part 
of social and not just economic history. Mr. Gray does not make it such. 
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His version is entirely economic. He attempts to treat the whole of the 
Highlands as though their economic history could be brought under some 
single overmastering pattern. It is quite clear, from the evidence which he 
himself provides, that this is impossible, that the Highland economy is a myth, 
and that there were many Highland economies which have to be treated separ- 
ately in the context of a larger whole. (One may add that the extraordinarily 
small and bad map which this otherwise well produced volume contains 
might lead one to believe in a more uniform and unified Highlands than ever 
existed.) The unity was social, a unity of social structure undergoing pressures 
of a kind which we are accustomed to encounter today in the so-called 
under-developed countries of the world. But it was not economic, and though 
Mr. Gray’s book contains a mass of information, although he has gone to 
all the most appropriate sources, it cannot be said that he has done more than 
provide material whereby a real gap in our history could be filled. 


DONALD G. MACRAE. 


The Unservile State. Edited by GEORGE WATSON. Allen & Unwin. 1957. 
324 pp. 2ls. 


The Liberal Party has never forgotten its Yellow Book. Here, it has 
claimed, is the evidence of its intellectual superiority over the other parties, 
of its prescience, of its capacity to refashion old and well tried principles 
according to the needs of new times. Long after ceasing to dream of another 
1906, it has soothed itself with hopes of a repetition of the tour de force of 
1928. 

Both to the anti-liberal and to the liberal who is outside the Party this is 
proof, if any were needed, of its intellectual decline. To the former, it is a 
pathetic harking back to a propagandist failure as if it had been a success. 
To the latter, pride in the Yellow Book is a sign that the Party has learned 
nothing and forgotten nothing ; which means that in the main it is liberal 
only in the twisted American sense. 

Hence the Party’s critics would all agree that in producing something 
like a second Yellow Book it has shown wisdom in avoiding an official 
manifesto. For who among those who have watched the performances of 
the Party faithful in the country and in Parliament can doubt how impossible 
a mixture of incompatibles any statement receiving their imprimatur would 
have to be? Instead it has attempted to present the mind of liberalism in 
something wider than a party sense, which has enabled it to mine some deeper 
seams of intellect than it could otherwise have done. The result is a sym- 
posium on the problems of our time which, despite defects which are not 
negligible, is marked by honesty and perceptiveness high above the normal 
levels of political party publications. Perhaps some of the claims founded 
on the Yellow Book would be better based on this publication. 

The central theme of the book is the prospect for liberty in the Welfare 
State, but in fact it is at its best when it is on the edge of its theme. Thus 
Graham Hutton, with wonted force and felicity, writes a first-class essay on 
the need for a dynamic economy and how to get it. Miss Heather Harvey 
writes on colonial policy with refreshing freedom from the cant and naiveté 
of belief in ‘ democracy ’ and ‘ liberation’ as cure-alls, though she does not 
yet see the case for the view that anti-colonialism is the enemy of liberalism, 
or have anything to say about the evil which we have wrought by promoting 
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trade unionism and fostering dirigisme in colonial territories. Mr. Grimond 
is exceptionally thoughtful on the question of the reform of Parliament, 
however debatable his conclusions may be. And Mr. Allen has some very 
good things to say both about town-and-country planning and about policy 
for agriculture, even if in both cases he assumes that the State powers he 
advocates will be wisely exercised. 

It is when the book tries to get to grips with its central theme that it fades 
into confusion, which is not successfully cleared away even by the originality 
of Mr. Peter Wiles or the skill of Professor Peacock. As, except by Mr. 
Wiles, the question of the prospect for liberty in the Welfare State is treated 
as the question of the reconciliation of liberty with the Welfare State, one 
must hasten to admit that the authors have addressed themselves to problems 
of the greatest difficulty. But this interpretation of their theme is itself 
evidence of at least partial failure to go to the root of the matter. 

The confusion begins in the opening essay by Mr. Elliott Dodds. Consider 
the balls which he has to keep in the air. Welfare and liberty are comple- 
mentary, not opposites. Welfare is in fact a form of liberty because it releases 
men from constraint. But beyond some point welfare can be bought at the 
price of liberty, and what liberty can do there is no need to recruit welfare 
to do. Now of course an argument can be cogently maintained on these 
lines if one defines welfare and liberty to suit it. 

Unfortunately, the conflict between liberty and welfare does not arise 
simply as a matter of marginal substitution. Welfare as a form of liberty is 
a New Dealer’s abuse of language, and the view which Mr. Dodds rejects 
as ‘ libertarian’ has claims to be the abiding essence of the liberal tradition. 
Of course, Mr. Dodds is beginning to see that there is something wrong with 
State welfare, but he cannot believe that the Liberal Party may have taken a 
wrong turning in the triumphant days of 1906-14. Hence, for him only the 
post-Liberal exaggerations of State welfare can be wrong. 

The illiberalism of State welfare is acknowledged by Mr. Wiles, whose 
essay on “‘ Property and Equality” is perhaps the most thoughtful of all. 
He is against the redistribution of incomes and hence the Welfare State; and 
this he argues with great skill. But he is for the redistribution of property, 
which perhaps he argues with less skill. In the end, like some other con- 
tributors to this volume, he will probably leave most readers shaking their 
heads. 

A. A. SHENFIELD, 


The Employers’ Challenge. By H. A. CLeGG and Rex Apams. Basil Blackwell. 
1957. viii + 179 pp. 21s. 


This book analyses the background and the course of events which 
culminated in 1957 in the large-scale strike in the engineering and shipbuilding 
industries. To have written and published a study of this kind within little 
more than six months of the incident is a notable feat in these days when it 
usually takes at least a year from delivery of a manuscript to publication. 
Mr. Clegg and Mr. Adams were obviously concerned to influence the future 
development of industrial relations; their book is, in one respect, a defence 
of the trade union point of view, and in another it is a plea to all sides to adopt 
a national wages policy as the only alternative to massive industrial unrest. 

In brief, their thesis is that large-scale strikes occur when trade unions are 
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compelled to fight for a principle. The engineering and shipbuilding strike 
of 1957 was, in the opinion of the authors, therefore, deliberately caused 
when the employers, with the encouragement of the government, decided to 
challenge a tacit compact, which had existed since 1939, that the wage demands 
of the unions would, in substance, be met. Since the maintenance by the 
government of a level of aggregate demand which enabled the employers to 
satisfy the aspirations of the unions was an essential part of this compact, 
the stopping of inflation inevitably involved an attack on the status and rights 
of the unions. 

Because they see the policies chosen by the government to stop inflation 
as an attempt to overturn “ the system of industrial relations which has been 
established over the past twenty years’”’, the authors clearly disapprove of 
them. They further assert that “if the employers or the government want 
to continue their pursuit of a solution to the problem of wage-induced inflation, 
they will have to travel by a different route’. This conclusion rests on two 
assumptions: (1) that the unions will resist disinflation by strike action, and 
(2) that the government will always expand demand when confronted by the 
unions with a threat of industrial stoppages. The evidence provided by the 
authors in support of both hypotheses is extremely selective and far from 
convincing. It is by no means certain that the unions will always react to a 
fall in demand for products and labour by calling their members out on 
strike. Nor can it be taken for granted that the government will always 
encourage the employers to give in when faced by the prospect of a strike, as 
it did in the engineering dispute. 

If, in fact, these assumptions prove to be invalid—and they will be tested 
in 1958—then the ultimate conclusion at which the authors arrive, that under 
conditions of full employment the wage-price spiral can be prevented only 
by a national wages policy, to which the unions agree, may also be proved 
erroneous. 

B. C. ROBERTS. 


Industry and Technical Progress. By C. F. CARTER and B. R. WILLIAMS. 
Oxford University Press. 1957. viii + 244 pp. 25s. 


This book is sponsored by a Science and Industry Committee appointed 
by the Royal Society of Arts, the British Association and the Nuffield Founda- 
tion. It was financially supported by the Board of Trade and the Department 
of Scientific and Industrial Research with United States conditional aid funds. 

The authors, who are directors of the Research Committee, have essayed 
a systematic presentation of the factors which obstruct the rapid application 
to industrial techniques of the results of scientific research. 

The task they have set themselves is hardly capable of rigorous treatment 
within such a narrow compass, and it has not been possible for them to 
develop some of the more interesting themes. This essential weakness is of 
small consequence in the opening chapters and in chapters [IV and IX which 
deal with failures in communication and the shortage of personnel. Both 
topics have been widely documented elsewhere. 

However, the defect is more marked in precisely those points where the 
report bids fair to make an original contribution, but seems to lapse into 
an over-facile conclusion for the sake of brevity. This is forcibly illustrated 
in Chapter VI dealing with research and development as a management 
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technique. This contains much that is illuminating and it is unfortunate 
that some of the original views expressed on the subject were not pursued in 
greater depth. i 

Moreover, the report gives the impression of dealing rather too lightly with 
the commonplace that British industry is slow to apply scientific research, 
and the authors would have done better to examine the assumption rather 
more critically. In this respect the statistical evidence adduced is somewhat 
unsatisfying. The authors rely heavily on the quantitative expression of 
matters of opinion not always susceptible to this technique. In addition, it 
is difficult to believe that the sample taken for the study is wide enough to 
produce valid results. This is especially true of Chapter XI, where, in an 
attempt to associate the size of organization with the rate of technical progress, 
the reader is left with a sense of somewhat negative achievement. 

The report is generally the product of serious thought and is written in a 
readable style. However, its deficiencies, particularly in its lack of depth, 
while perhaps being accepted by the authors out of deference to the general 
reader, will tend to leave him with a feeling of having traversed every path 
of a complex maze without clear sight of either the entrance or the exit. It 
may well be that the main contribution the report makes will be as a convenient 
guide mapping a very wide subject for the specialist in search of particular 
aspects worthy of more profound study. 

H. P. BARKER, 


Investissement et Financement. By MARCEL MALISSEN. Librairie Armand 
Colin, Paris. 1957. 214 pp. Fr.1,600. 


As a member of the National Institute of Economic and Social Research 
team engaged on the processing and analysis of published company accounts, 
I was particularly interested, in reading Mr. Malissen’s book, to compare 
his work based on French data with ours based on British data. 

Though Mr. Malissen’s accounts cover seven years (as against our five) 
the number of accounts he uses is relatively few (53 as against some 3,000) 
and his processing of them is largely limited to producing a statement (broken 
down by industrial group) of their sources and uses of capital funds (i.e. 
he does not provide systematic tabulations of their appropriation accounts 
or balance sheets). On the other hand, Mr. Malissen has progressed much 
further than we have in bringing together his statistics derived from company 
accounts with statistics (for example, of prices and output) obtained from 
other sources. He has, for example, deflated all his annual flows of funds 
by a suitable price index, thereby measuring all of them in terms of 1952 francs, 
and he has also split the item stockage as between that due to physical changes 
and that due to stock appreciation (both being expressed in 1952 francs). 

Moreover, he has also been much more venturesome than we have in 
attempting to explain the annual variations in his various flows of funds in 
the light of changes in the prevailing state of trade as measured, for example, 
by indices of prices and output. Sometimes, indeed, he seems rather too 
venturesome: in particular he takes far too little heed (for my liking) of the 
problems arising in the application of correlation and regression analysis 
to relatively short time series. He also on certain occasions seems unduly 
uncritical in applying economic theories to his data: in particular he passes 
over without comment the prima facie incompatibility between the theories 
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of investment involved respectively in his Chapters VIII and IX, the latter 
implying (or so it seemed to me) a dependence of investment on the level of 
output, the former a dependence on the rate of change of output. 

Readers interested in international comparisons will value Mr. Malissen’s 
brief treatment of this subject on pages 153-59 and may also like to use the 
following table, in which I summarise (I hope correctly) the accounting 
information in Mr. Malissen’s table on page 195 and his calculation of stock 
appreciation on page 84: 


AGGREGATE SOURCES AND USES OF CAPITAL FUNDS BY 53 FRENCH COMPANIES, 
1949-55 


(All figures in milliards of 1952 francs) 


SOURCES USEs 

Share Issues .. es a 66 Gross Real Fixed Investment +7) 436 
Depreciation All Real Investment in Stocks te 85 
Net Profits Retained . No, pe) Stock Appreciation ete iD 
Long term Borrowing a 144 Growth of Trade Investments 0 74 
Short Term Borrowing wert 244 Growth of Debtors she sem, 138 
Growth of Liquid Assets .. Bi ATS. 

1,006 1,006 


British readers will value the incidental information which Mr. Malissen 
provides about French accounting and fiscal practices. Though in his view 
French company accounts are less meaningful than ours (footnote on p. 154), 
most of his passages concerning difficulties of interpretation have a familiar 
ring about them. Other passages reflect genuine differences between French 
and British practices as regards, for example, the calculation of depreciation 
by accountants and taxation authorities (p. 114), or the calculation of the 
profit figure for submission to a shareholders’ meeting (p. 74). 

BRIAN TEw. 


Economic Development. By GERALD M. MEIER and ROBERT E. BALDWIN. 
John Wiley & Sons, Inc., New York. Chapman & Hall Ltd. 1957. 
xix + 588 pp. 68s. 


This book gallantly attempts to cover the vast theoretical, factual and 
historical literature relevant to the study of economic development both in 
the developed and the underdeveloped countries. Part I sketches various 
theories of economic growth, Classical, Marxian, Neo-Classical, Schumpeter- 
ian and Post-Keynesian. Part IL outlines the main features of the process of 
economic development in the developed countries. Part III deals with the 
underdeveloped countries and with the policies for accelerating their economic 
development. The concluding Part IV deals with maintaining development 
in the rich countries. There are also three bibliographical appendices covering 
the Socio-Cultural Aspects of Development, Development Programmes and 
Plans and Case Studies. 

From this summary it will be seen that the authors have taken great pains 
to make their book a comprehensive guide to the subject. In particular they 
have managed to incorporate a great deal of very recent literature into their 
work. On the whole, the authors have done their job well, but their com- 
prehensive approach cannot be achieved without certain costs. First, the 
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exposition tends to be rather flat, setting out all the relevant pros and cons 
without highlighting the more important and interesting arguments. Secondly, 
although the four main parts of the book are well written taken separately, 
they are not satisfactorily welded into a whole. Given the present rudi- 
mentary state of the theory of economic development, this is inevitable to a 
large extent. But perhaps more might have been done to pull the book 
together in Part I which is supposed to provide the analytical framework for 
the whole. 

The authors take a balanced but optimistic view about the prospects 
both of accelerating economic development in the underdeveloped countries 
and of maintaining it in the developed countries. Whether we agree with 
them or not, their book is a very useful contribution to the literature on 
economic development. 

H. Myint. 


The Conflict of Expansion and Stability—Documents relating to Australian 
Economic Policy 1945-52. Edited by D. B. CopLANp and R. H. 
BaRBACK. F. W. Cheshire, Melbourne. Angus & Robertson Ltd. 
1957. xvii + 795 pp. 67s. 6d. 


This is the fifth of the collections of Australian economic documents with 
which the name of Sir Douglas Copland has been associated. In the present 
book the editors have assembled what they regard as the most important 
documents, official and otherwise, relating to the principal issues of Australian 
economic policy in the years following World War II. The selection is 
preceded by a useful introduction, which sketches the nature of the problems 
that have faced Australia over this period. This largely reflects Copland’s 
own well known views on the ‘ milk-bar propensities’ of the Australian 
economy and highlights the strains to which that economy has been subject. 
The items themselves are grouped under such general policy headings as 
employment, immigration, national development, control of inflation, the 
exchange rate, international monetary organisation, trade, agriculture, wages 
and hours, and banking. 

A census of the items selected reveals that two-thirds derive from parlia- 
mentary statements, speeches and papers. Economists, academic and 
official, are adequately represented, but Australian newspaper comment has 
been largely neglected. Indeed, items relating to the last are outnumbered 
by those originating in the London financial press. The reports and reviews 
of the Australian banks also seem to have contributed less of historical value 
than in pre-war days. In the ‘ banking’ section, much of the content consists 
of legislative extracts, second reading speeches, and the very important 
opinion of the Judicial Committee of the Privy Council in the bank nationalisa- 
tion case. However, no attempt has been made to collect a representative 
sample of the many extra-parliamentary views on these matters. The section 
on wages and hours confined itself to extracts from the judgments and 
decisions of the arbitration machinery, and this seems reasonable. Altogether, 
we are greatly indebted to Sir Douglas and Mr. Barback for continuing a 
valuable series. 

J. S. G. WILSON. 
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The International Protection of Trade Union Freedom. By C. WILFRED 
JENKS. Stevens & Sons Ltd. 1957. xl +592 pp. £4 4s. 


This work, by the Assistant Director-General of the International Labour 
Office, gives a clear and comprehensive account of one of the most important 
aspects of the work of the International Labour Organisation. It describes 
in particular the machinery, procedures and standards evolved empirically 
by the I.L.O. for the purpose of fostering throughout the world (at least 
the non-Communist world) the growth and acceptance of free trade 
unions and what may fairly be called the British model of voluntary 
collective bargaining based on the mutual right to strike and lock-out. 

In Part III of his book, Dr. Jenks provides an admirable guide to the 
most remarkable achievement of I.L.O. in the field of factual enquiry since its 
magnificent survey of freedom of association in 1926-30. This is the Report 
of the McNair Committee on the freedom of employers’ and workers’ organisa- 
tions from government domination and control (1955-6), based on 70 national 
monographs dealing with the law and practice in each State that was a 
Member of I.L.O. when the enquiry was undertaken. The McNair Report 
with its ancillary monographs constitutes beyond doubt the most important 
collection of comparative materials on labour relations and collective labour 
law in existence to-day. Dr. Jenks’ summary of the McNair findings about 
fundamental legal problems of industrial relations contains, in respect of the 
United Kingdom, one inaccuracy (at p. 361): the Emergency Powers Act, 
1920, while conferring absolute powers of action on Government, expressly 
preserves intact the right in law to strike in addition to the principle of volun- 
tary labour. But this is a slight matter compared with the whole. 


C. GRUNFELD. 


The Chinese Economy. By SOLOMON ADLER. Routledge and Kegan Paul. 
1957. 276 pp. 25s. 


This book gives an incomplete and unreliable picture of Communist China, 
unrepresentative of any established viewpoint, or at least of that of the 
Chinese Communists themselves in mid-1957. 

More Utopist than the Utopians, Mr. Adler represents Communist China 
as a land of wonderful perfection and prospects, where the earthly paradise 
is being smoothly and efficiently established. He over-praises everything 
Communist, and curtly dismisses anything non-Communist, usually at 
footnote level and with derogatory assertions. 

This is done with remarkable aplomb. Only a/few examples can be cited 
here. The superiority of Socialism to Capitalism has been proved, thanks 
to Mrs. Robinson and Mr. Sweezy, as a footnote on p. 63 establishes. The 
non-Communist geographers of China are broadly dismissed in another 
footnote (p. 8). Changes in China were all virtually frictionless according 
to Mr. Adler. There is no mention of such matters as, for example, the 
15 million persons liquidated up to 1951, according to the Minister for 
Security; record recent floods and droughts; the purging and reported 
suicide in 1954 of Mr. Kao Kang, Governor of Manchuria and Head of the 
State Planning Commission; the manufacture of 3 million Russian-type 
ploughs which proved useless in China; and the situation disclosed by the 
avalanche of complaints and recriminations, indicating a Communist crisis 
like that in Eastern Europe. 
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It is surprising to find this sort of propaganda, normally provided for the 
general Western consumer through the medium of glossy magazines such as 
China Reconstructs—a type of pabulum rudely described by Mr. Mao 
Tse-tung himself as ‘ baby-syrup’—now published in England in this 
ostensibly academic form. 

E. S. Kirsy. | 


Foreign Trade and Industrial Development of China. By Yu-Kwekt CHENG. 
The University Press of Washington, D. C. 1956. xi, + 278 pp. 
$7. 


This solid well documented study traces the course of China’s international 
trade from the Treaty of Nanking in 1842 to the Communist victory in 1949, 
It makes readily accessible a considerable volume of statistical material derived 
from the Reports of the Chinese Maritime Customs Service. Over and above 
this, the author refutes the widely held theory that China’s persistent excess 
of imports was counterbalanced mainly by the export of specie and by remitt- 
ances from Overseas Chinese. 

The first five chapters of the book treat of China’s trade up to 1936 and 
include a discussion of the Chinese tariff before and after the restoration of 
Tariff Autonomy in 1928. Chapter V, the most important in the book, deals 
with the items that counterbalanced the country’s import excess before 1936. 
It shows that between 1890 (the earliest year for which movements of silver 
were recorded by the Customs) and 1936 China registered a heavy net import 
of silver and that there was a tendency, over at least part of this period, for 
net movements of silver to follow the tendency of trade balances rather than 
counteract them. China was, it is true, a net exporter of gold, but only 
to the extent of covering (taken over the period as a whole) some 2 per cent. 
of its import excess. Remittances from Overseas Chinese were of much 
greater importance as a balancing factor. These are difficult to estimate with 
any degree of accuracy, but the author gives reasons for supposing that between 
1890 and 1936 such remittances were equivalent to about one third of China’s 
total adverse balance of trade. He concludes that foreign investments were 
the major offsetting factor: ““ The bulk of China’s passive trade balance in 
her modern history had in fact been counterbalanced by foreign investments 
in China ” (p. 88). 

The second part of the book treats of Chinese trade from 1937 to 1949, 
during the War and early post-war years. Statistical data chart the story 
of the hyper-inflation which prepared the way for the Communist victory. 
The economy of Manchuria is discussed in a special chapter owing to the 
different course of much of its recent history. 

It may be thought that the author presents too favourable a picture of the 
past attractiveness of China for the foreign investor and lays insufficient stress 
on the difficulties presented by administrative weakness and periodic civil 
strife. His heading (p. 88), “ China as a Secure and Fertile Ground for 
Foreign Investments ” contains more than a little irony. Much of the foreign 
investment in China was based on false optimism and would not have been 
undertaken if cool and rational judgement had been exercised. The author 
is on a firmer footing when he complains of the difficulty which Chinese 
industry had in establishing itself with almost no tariff protection, although 
this does not explain the failure of industry to develop in the remoter regions 
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of the country where transport costs would have provided a natural protection 
against cheap imports. 
This work is a serviceable contribution to the study of modern Chinese 
economic history. 
AUDREY G. DONNITHORNE. 


Introduction to Mathematical Economics. By D. W. BusHAw and R. W. 
CLower. Richard D. Irwin Inc., Homewood, Illinois. 1957. xii + 
345 pp. $7. 


This book is intended mainly for readers with a considerable training in 
economics but only a limited training in mathematics. Part I deals with the 
theory of price determination; this is treated as a “text in the unfamiliar 
language ’ of mathematics. Part II contains “ abundant information about 
the ‘grammar’ and ‘ vocabulary’ of the language”. This second part, 
although it is intended to be used as a reference when in difficulties with 
Part J, can be read consecutively as a fairly conventional treatment of the 
elements of algebra and calculus. Since it starts with definitions of variables 
and functions and covers in the space of 137 pages such topics as the Taylor 
series for functions of several variables, the solution of systems of linear 
equations by Cramer’s rule, the conditions for the definiteness of quadratic 
forms, the solution of difference and differential equations, and the maxima 
and minima of functions of several variables subject to restraints, the treatment 
is at times somewhat condensed. Many of the readers for whom the book is 
intended would find the going rather stiff when referred to parts of the later 
chapters. In addition there are a regrettable number of misprints or other 
slips which might help to confuse. One example of such a point is the use 
of the word positive within a few pages in the first chapter of the mathematical 
part to mean =0 and to mean >0; another is a definition of a definite form 
which is clearly not valid for a form of odd degree in a single variable. The 
useful warning that the equality of the number of equations and unknowns 
does not ensure the existence of exactly one solution is rather marred by 
including an example of one equation with two unknowns and just one 
solution. This is achieved by considering only real solutions “ since this is 
customary in economics”; for the rest of the book, intended for use in 
economics, complex solutions are bandied about happily. Less likely to 
confuse is the statement ‘“‘ where 7 is the constant 3-15192 . . . familiar 
from plane geometry ”’. 

The economic part of the book discusses macroeconomic models for flow, 
stock, and stock-flow, markets. There are also chapters on the theory of 
consumer behaviour and the theory of business behaviour, together with a 
concluding chapter which attempts to connect the microeconomic and 
macroeconomic theories and to generalize the theory. While parts of the 
discussion are on well established lines, much of it will be unfamiliar to most 
readers. It may be found rather difficult and obscure by those who are also 
attempting to learn something about the mathematics. This is particularly 
true of an appendix on the Keynesian system to the first main chapter. Several 
formule are presented with little or no justification; the result is that, while 
there appears to be an error in the algebraic argument on page 45, it is 
impossible to tell whether it is due to a conceptual error, a mathematical slip, 
or simply to misprints. 
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The authors are to be commended on the originality of their approach 
to the problem of introducing mathematical economics to the non-mathe- 
matical economist. The book may not be completely successful in achieving 
this purpose but, on the other hand, it does contain more to interest the 
mathematical economist than would normally be expected in a book with 
this title. 

W. J. CORLETT. 


International Comparisons of Real Wages. International Labour Office, 
Geneva. 1956. vi + 89 pp. 6s. 


This is a careful review and analysis of the problems met with when attempt- 
ing comparisons of wages in different countries. It stresses especially those 
problems which arise in measuring the wage whilst also recording those 
arising from the price side and from the differing character and importance 
of the various consumption goods. Since 1938 fringe benefits have grown 
enormously. In some countries they are equal to between 30 and 50 per 
cent. of the direct money wage and account for a very large part of recent 
increases in real wages. The chief fringe benefits are family allowances, 
unemployment, holiday and sick pay, and wages in kind such as coal to 
miners. Benefits that have no relation to employment should generally be 
excluded and also deferred benefits such as old age pensions where the present 
value may be difficult to assess. Negative fringe benefits such as social 
insurance contributions and direct taxation have also to be considered. Thus 
decisions have to be made which must often be largely subjective, whilst, 
moreover, a worker will be interested in numerous other things besides real 
wages which might influence his level of living. 

The methods discussed are illustrated, by reference to recent studies that 
have been made in northern European countries and in coal and steel industries 
in the European Coal and Steel Community. 

The International Labour Office seems to attach great, perhaps undue, 
importance to these comparisons. They are used, for example, “‘ in establish- 
_ ing wage, price and tariff policies”. It would help to have an additional 
chapter to tell how tariffs ought to be altered in the light of information 
about the relative movements of real wages. 

H. S. Booker. 


SHORTER NOTICES 


Lectures on Justice, Police, Revenue and Arms. By ADAM SmiTH. Kelley and 
Millman, Inc., New York. 1956. xxiv + 293 pp. $7.50. 


An Essay on the Distribution of Wealth and on the Sources of Taxation. By 
Richard Jones. Kelley and Millman Inc., New York. 1958. xlix 
+ 239 (49) pp. $8.50. 


These two items are welcome additions to Messrs. Kelley and Millman’s 
series of Reprints of Economic Classics. 

The Adam Smith Lectures were edited by Cannan in 1896, from a manu- 
script copy of a student’s lecture notes dated 1763; their appearance was of 
the highest importance to students of the development of eighteenth century 
economic thought. The reprint includes the valuable Introduction which 
Cannan contributed. 
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Richard Jones was Malthus’s successor at Haileybury, and is best known 
as one of the minor critics of Ricardo; he was an advocate of factual research 
and had his affinities both with Malthus before him and with the later 
“historical school”. His Essay was planned as a comprehensive work on 
distribution, but consists only of the part, on Rent, which constitutes the 
volume now reprinted. It originally appeared in 1831, and has been very 
scarce. 

The reproduction of both volumes is photographic and the type emerges 
perfectly clearly; the binding is strong and agreeable. It is a pity that the 
original publication dates do not appear either on the title page or elsewhere. 


A Critique of Welfare Economics. By I. M. D. Litriz. Second edition. 
Clarendon Press; Oxford University Press. 1957. x + 302 pp. 30s. 


The second edition of this well known book contains many alterations 
and additions, which will certainly be carefully studied by all those interested 
in the subject. The parts most extensively revised are Chapters II and VI. 
In Chapter II the postulate of consistency of choice has been further elaborated 
and the assumptions have been clarified. In Chapter VI the discussion of 
welfare criteria has been made more complete by taking into account the 
possibility of a redistribution of income not only as an alternative but also 
as an addition to the policy measure under investigation. Here Dr. Little’s 
ranking of various situations from a purely distributional point of view might 
lead to contradiction, two situations being distributionally indifferent and 
at the same time one preferable to the other. But this does not seem to affect 
the general line of his argument. None of the alterations made has any 
effect on the general appraisal of welfare economics. Not a single line has 
been changed in the conclusions. 


Economic Policy and Labour: A Study in Uganda’s Economic History. By 
P. G. POWESLAND. Edited by Walter Elkan. East African Institute of 
Social Research, Kampala, Uganda; Kegan Paul, Trench Trubner 
& Co. Ltd. 1957. x + 81 pp. 9s. 


Industrial development in Uganda has taken place in a prosperous farming 
region whose indigenous peoples have had little to gain by working in industry, 
which has had to draw a fluctuating and unstable supply of labour from less 
fruitful regions farther off, some of them across the Belgian border. Before 
his death in 1954 Philip Powesland had been at work on a study of this 
migration—how it was attracted, and how government tried to foster a 
stable labour force. The chapters which he left on the story of these things 
from 1900 to 1952 form a narrative and commentary complete in itself, which 
has now been edited by Walter Elkan. 


Workers and Industrial Change : A Case Study of Labor Mobility. By L. P. 
ApaAms and R. L. Aronson. Cornell University. 1957. xi + 209 pp. 
$4.50. 


In the fall of 1949 the International Harvester Company announced that 
it was going to shut down its plant in Auburn, N.Y. This book reports an 
inquiry planned to record the movements of the seventeen hundred workers 
displaced. It turned out that these movements were not extensive, for the 
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Company sold its plant to a local Development Committee for a dollar, 
other firms were brought in and came in, and though a good many of the 
Harvester workers drew some unemployment benefit, the great majority 
soon found work again without having to move house. The investigators 
took the opportunity to study the employment history of these and other 
local workers before and after this change; their findings generally agree 
with those of other studies of the labour market—e.g. most job changes were 
made in the early years of life, most jobs were found by direct application or 
on a tip from friends and relatives, not many men knew much about a job 
nor tried to find out much before they took it. What the workers mentioned 
as mattering most to them in the choice of a job depended on their experience 
and whether they liked their present job or not; but, subject always to the 
sheer availability of any job at all, it was wages and the physical conditions 
of work that seemed to matter most. 


The Wages Council System in Great Britain. By C. W.GUILLEBAUD. J. Nisbet 
& Co. Ltd. 1958. 31 pp. 2s. 6d. 


This compact and informative description of the methods by which mini- 
mum wages are set for now more than three million British wage-earners has 
been drawn up with an eye to the reader who wants to know just how these 
methods differ from voluntary negotiation on the one hand and statutory 
or arbitral prescription on the other. It is specially instructive in its explana- 
tion of the inwardness of the role of the independent members. The system 
has received little attention since the old Trade Board days, but now we have 
this informed account, which can usefully be studied in conjunction with the 
papers by Bayliss in the British Journal of Sociology for March 1957 and 
McCormick and Turner in the Manchester School for September 1957. 


Reprint Series. Department of Political Economy, University of Edinburgh. 


The Department of Political Economy, University of Edinburgh, has 
initiated a series of reprints, for private circulation, of selected contributions 
to economics by members of its staff. The series has got off to an auspicious 
start with its first number, the substance of the attractive inaugural lecture 
delivered by the head of the Department, Professor Alan T. Peacock, entitled 
“From Political Economy to Economic Science ’’. 


American Housing and Its Uses. By Louis WiNNIcK. John Wiley & Sons 
Inc., New York. Chapman & Hall Ltd. 1957. xiv + 143 pp. 44s. 


This is one of a series of monographs analysing the information contained 
in the 1950 census. The bulk of the book is devoted to a discussion of factors 
affecting the persons per room ratio, particularly income, family size and rent. 
An interesting attempt is made to assess the relative importance of these 
factors by means of correlation analysis and the author adds some remarks 
on the implications of his results for the analysis of the effects of rent control. 
The last two chapters are devoted to an examination of the long-term decline 
in household size. Like other monographs in the series, this work is thorough, 
and a mine of information, a book to be referred to rather than read. 
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